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On Narch 1, 1988, Carolina Power & Light Company (Applicant,

Company, or CP&L) filed an Application with the Publi. c Sexvice

Commission of South Carolina (the Commission) seeking authority

to adjust and increase electric rates and charges for retail
customers served by the Company in South Carolina. The

Application sought xates that would produce approximately $47. 8

million of additional annual xevenues from the Company's South

Carolina retail operations when applied to a test period

consisting of the 12 months ended September 30, 1987, for an

approximate 14.90 percent i.ncrease in total South Carolina retail
xates and charges. The Company requested that increased rates be

allowed to take effect after approval by the Commission but no

later than September 1, 1988.

The principal reasons set forth in the Application

necessitating the requested increase in rates were: (1) the need

to include in rates the Harris Plant investment defexred pursuant

to the Commission's Order in Docket No. 87-7-E, Order No. 87-902;

and (2) the need to recover the costs associated with adding new

transmission and distribution facilities, maintenance and
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modification work at generation facilities, and other increases

in the Company's overall cost of providing service.

Petitions to Intervene were received fxom the South Carolina

Depaxtment of Consumer Affairs (the Consumer Advocate); the South

Carolina Energy Users Committee (SCEUC); Shaw Air Force Base,

South Carolina, on behalf of the Federal Executive Agencies of

the United States (Shaw); and Nucor Steel, a Division of Nucor

Corporation (Nucor).

By memorandum dated Februaxy 19, 1988, the Commission

notified the Company to prefile with the Commission and serve

upon all parties of record on or before Narch 15, 1988, the

testimony and exhibits of the witnesses it intended to present.

On Yiarch 15, 1988, the following testimony was filed:

1. A Panel consisting of Sherwood H. Smith, Jr. ,

Pxesident, Chief Executive Officex and Chairman of the Board of

Directors of CP6L; NBA. NcDuffie, Senior Vice President — Nuclear

Generati. on for CP6L; and Roland N. Parsons, Project General

ICanager — Completion Assurance for CP6L's Harris Project;

2. Dr. James H. Vander Weide, President of Financial

Strategy Associates and Research Professor of Finance and

Economics at Fuqua School of Business, Duke University;

3. Thomas S. LaGuardia, President TLG Engineering,

Bridgewater, Connecticut;

4. Paul S. Bradshaw, Vice President and Controller of

CP6L;
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5. David R. Nevil, Manager--Rate Development and

Administration in the Rates and Service Practices Department of

CP&L; and

6. Norris L. Edge, Vice President--Rates and Service

Practices Department of CPSL.

On Nay 17, 1988, the Commission issued a memorandum

notifying the parti. es that a prehearing conference of the parties

of record would be held in the of. fices of the Commission on June

10, 1988 at 11.:00 a.m. On Nay 31, 1988, the Commissi. on issued a

memorandum requiring that the Commission Staff and all other

parties of record except the Company prefile with the Commission

and serve on all parties on or before June 13, 1988 the testimony

and exhibi. ts of the wi. tnesses intended to be presented. On June

3, 1988, Nucor requested an extension of time until June 15, 1988

to file prefiled testimony which was granted by the Commission on

June 6, 1988. The prehearing confererce was held as scheduled on

June 10, 1988.

Qn or about June 15, 1988, the following testimony was

filed: for the Consumer Advocate — Philip E. Miller, Utility

Regulatory Consultant; Dr. Michael J. Ileo, Technical Associates,

Inc. ; and John BE Legler, Professor of Banking and Finance,

University of Georgia. For the South Carolina Public Service

Commission Staff — A. R. Watts, William C. Sheely, Jr. , Dr. R.

Glenn Rhyne, and Curtis Price. For Nucor. — F. Kenneth Iverson,

Chairman of the Board and Chief Executive Officer, Nucor
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Corporation; Charles Komanoff, Komanoff Energy Associates; a

panel consisting of John T. Stiefel, Stiefel Associates, Inc. and

James P. McGaughy, Jr. , GDS Associates, Inc. ; and Dr. Dennis W.

Goins, Potomac Management Group. For the South Carolina Energy

Users Committee — Nicholas Phillips, Jr. , Drachen-Brubaker &

Assoc.iates, Inc , and Kenneth W. Stueber, DuPont Company. For

Shaw Air Force Base — Richard I. Chais, ORI, Inc.

In a procedural Order dated June 17, 1988, the Honorable

Franklin E. Robson, Esquire, Admini, strative Law Judge, ruled that

the appearance of panels of witnesses would not be allowed

because of due process considerations. Accordingly, on June 22,

1988, the Company filed a letter designating the division of

responsibilities among its individual witnesses originally filing

testimony as a panel.

Thereafter, pursuant to notice duly provided in accordance

with applicable provisions of law and with the Commission's Rules

and Regulations, a public hearing relative to the matters

asserted in the Company's Application was commenced in the

offices of the Commission on June 27, 1988, the Honorable

Franklin E. Robson, Esquire, Administrative Law Judge,
1presiding.

1The Administrative Law Judge presided over the procedural
aspects of the proceeding, pursuant to S. C. Code Ann. Section
58-3-60 (1976), as amended.
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William F. Austin, Esquire, Rober. t W. Kaylor, Esquire, Richard E.

Jones, Esqui. re, and Edward M. Roach, Jr. , Esquire, represented

the Company; Steven WE Hamm, Esquire, Raymon E. Lark, Jr. ,

Esquire, and F. David Butler, Fsquire, represented the

Intervenor, the Consumer Advocate; Arthur G. Fusco, Esquire,

appeared on behalf of SCEUC; Francis P. Mood, Esquire, and

Garrett A. Stone, Esquire, appeared on behalf of Nucor,

Intervenor; G. Edward Welmaker, Esquire; and Major Gary A.

Enders, appeared on behalf of Shaw; and Sarena D. Burch, Esquire,

Staff Counsel, represented the Commission Staff.

On July 8, 1988 and July 11, 1988, the Company filed

rebuttal testimony of M. A. McDuffie and Roland M. Parsons of CP&L

and Dr. Robert Spann of ICF, Inc.

The public hearing before the Commission was completed on

July 13, 1988. The Administrative I, aw Judge granted leave to all

parties to file briefs or proposed orders with the Commission.

Briefs or proposed Orders were to be filed by August 5, 1988. A

night hearing was held in Darlington, South Carolina on July 21,

1988.

Based upon the verified Application, the tesimony, and

exhibits received into evidence at the hearings and the entire

record of these proceedings, the Commission now makes the

following findings of fact:
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FINDINGS OF FACT

1. CP&L is engaged in the business of developing,

generating, txansmitting, distributing, and selling electric

power and energy to the general public within the northeastern

area. of South Carolina and a broad area of eastern and western

North Carolina.

2. CP6L is an electric utility organized and operating in

the States of South Carolina and North Carolina where it is

engaged in the generation, transmission, distribution, and sale

of electricity to the public for compensat'ion. The Company's

retail opex. ations in South Carolina are subject to the

jurisdiction of this Commission pursuant to S. C. Code Ann.

Sections 58-27-10 et seq. (19?6). The Company's retail

operations i.n North Carolina are subject to the jurisdiction of

the North Carolina Utiliti. es Commi. ssion (hereinafter "NCUC"); the

Company's wholesale operati. ons in South Caroli. na and North

Carolina are subject to the jurisdiction of the Federal Energy

Regulatory Commission (hereinafter "FERC").

3. The test period fox purposes of this proceedi. ng is the

12-month period ended September 30, 1987, adjusted for certain

known and measurable changes.

4. CPGL, by its Application, is seeking an increase in its
basi. c rates and charges to i. ts South Carolina retail customers of

$47. 8 million.
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5. The one-hour summer coincident peak (1CP) demand

allocation methodology is the most appropri. ate method for making

jurisdictional allocation of production costs and .for making

fully distri. buted cost allocati. ons among customer classes in thi. ,

proceeding. Consequently, each Finding of Fact appearing in this

Order which deals with the overall level of rate base, revenues,

and expenses for South Carolina retail service has been

determined based upon the 1CP allocation method.

6. The appropriate operational revenues for CP6L for the

test year under present rates and after accounting and pro forma

adjustments are $322, 664, 000 for service to the South Carolina

retail jurisdiction.

7. Although the Commission I.s not pursuaded that the costs

of the Harris Plant were imprudently incurred, an equitable

sharing of the risks of some common facilities' costs through

amortization without a return being earned on the unamortized

balance is appropriate.

8. The reasonable level of test year operating revenue

deductions for the Company after pro forma adjustments and the

Harris Deferral is $254, 700, 000.

9. The reasonable rate of return on common equi. ty that

CP&L should be allowed an opportunity to earn is 12.75 percent,

and thi. s is the percentage that the Commission adopts for this

proceedings Combined with the debt and preferred cost rates and

the normalized capital structure set forth in the table below,
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which the Commission finds reasonable, the overall rate of return

is 10.48 percent.

Item Percent
Weighted

Rate Cost

Long-Term Dept

Preferred Stock

Common Equity

TOTAL

47. 82X

7. 46%%d

44. 72X

100.00X

8. 62X

8. 75X

12 75X

4. 12X

0. 65X

10.48X

10. The reasonable allowance for total working capital and

materials and supplies in rate base is $30, 159,000.

11. CP&L's reasonable original cost rate base used and

useful in providing service to the public within the State of

South Carolina is $&804, 023, 000, consisting of electric plant in

service of $1,053, 723, 000; net nuclear fuel of $28, 758, 000; plant

held for future use of $2, 562, 000; materials and supplies of

'j16, 990, 000; and allowance for working capital of $13, 169,000,

reduced by accumulated depreciation and amortization of

$204, 888, 000, accumulated deferred income taxes of $105,376, 000,

and customer deposits of $915,000.

12. Based upon the foregoing, CP&L should increase its

annual level of gross revenues under present rates by

$24, 980, 000. The annual revenue requirement approved herein is

$347, 644, 000 which will allow CP&L a reasonable opportunity to

earn the rate of return on its rate base which the Commi. ssion has

found just and reasonable.
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service of $1,053,723,000; net nuclear fuel of $28,758,000; plant

held for future use of $2,562,000; materials and supplies of

$16,990,000; and allowance for working capital of $13,169,000,

reduced by accumulated depreciation and amortization of

$204,888,000, accumulated deferred income taxes of $105,376,000,

and customer deposits of $915,000.

12. Based upon the foregoing, CP&L should increase its

annual level of gross revenues under present rates by

$24,980,000. The annual revenue requirement approved herein is

$347,644,000 which will allow CP&L a reasonable opportunity to

earn the rate of return on its rate base which the Commission has

found just and reasonable.
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Class of Service

Residential Service Class
Small General Servi. ce Class
Large General Service Class
Lighting Service Class

TOTAL RATES
Other Electric Operations

TOTAL .3URISDICTIONAL (Retail Electric}

Approved Increase

9, 154, 903
9, 952, 405
5, 828, 196

44, 496
$24, 980, 000

-0-
$24, 980, 000

13. The rate designs, tariffs, riders, a. nd service

regulations approved by the Commission and the modifications

thereto as described herein are appropriate and should be

adopted o

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2

The evidence supporting these findings concerning the

Company's business and legal status is contained in the Company's

veri. fied Application and in pri. or Commission Orders in this

Docket of which the Commi. ssion takes notice. These Findings of

Fact are essentially informational, procedural, and

jurisdictional in nature; and the matters which they involve are

essentially uncontested.

EVIDENCE AND CONCLUSIONS FOR FIND1NGS OF FACT NOS. 3 AND 4

The evidence for these findings concerning the test period

and the amount of the revenue increase requested by the Company

is contained in the verified Application of the Company and the

testimony and exhibits of CPSL witnesses Smi. th, Vander Meide,

Bradshaw, LaGuardia, Nevil, and Edge.
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On March 1, 1988, the Company filed an Application

requesting approval of rate schedules designed to produce an

increase in gross revenues of +~47. 8 million. The Company's

filing was based on a test period consisting of the 12 months

ending September 30, 1987. The test period, not being challenged

hy any party, is therefore approved.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5

The evidence for, this finding concerning the proper

production allocation method consists primarily of the testimony

and exhibits of Company witness Nevil, Commission Staff witness

Sheely, SCEUC witness Phillips, Consumer Advocate witness Ileo,

and Nucor witness Goins.

CPRL provides service in two states as well as wholesale

service to certain municipalities and electric membership

cooperatives and supplemental sexvice to North Carolina Eastern

Yiuni. cipal Power Agency (NCEMPA). For this reason, it i.s

necessary to allocate the cost of service among jurisdictions and

among customer classes within each jurisdiction. In this

proceeding, the Company based its application on the use of the

one-hour coincident peak (1CP) method, as dixected by the

Commission in its order in the Company's last rate case, Docket

NO. 87-7-E.

Commission Staff witness Sheely and Nucor witness Goins

supported the continued use of the 1CP method. SCEUC witness

Phillips testified that the 1CP method was appropriate for CPFL.
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He stated that the Commission has consistently ordered the use of

the 1CP method for CP&L in South Carolina. In addition he

recommends the use of the minimum system technique for

determining the customer-related cost component of its

distri. bution system.

Consumer Advocate witness Ileo recommended that a 12CP

methodology be adopted for allocating production plant. Dr. Ileo

testified that the 1CP method will produce unstable results from

one test year to another and that the contributions each cia. ss

makes to the peak demand may vary considerably depending upon

when the system peak occurs. He also suggested that the

Commission direct the Company to perform a cost-of-service study

in the next fi. ling in which demand and energy costs are

differentiated by season and time of day. (TR. Vol. 15 at 10-25).

The Commission continues to believe that a 1CP demand

allocation methodology is most appropriate for CP&L and therefore

adopts that methodology for allocati. on of production level

demand-related costs. The Commission also concludes that CP&L's

cost —of-service studies have provided ample support for the

determination of all issues in this case and it is therefore

unnecessary for CP&L to provide alternative studies, as requested

by the Consumer Advocate, at additional cost to the ratepayer.

The Commission also denies the request of SCEUC witness Phillips

concerning use of the minimum system techni. que.
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Another allocation issue relates to the appropr. iate demand

to include in the 1CP allocation factor as a result of industrial

customer Nucor taking service under Rider No. 58. Nucor witness

Goins suggested that because Nucor had begun to take service

under Rider No. 58, the Curtailable Service Rider, a pro forma

adjustment should be made to the test year 1CP val. ue to reflect. a

lower demand .for the South Caroli. na retail jur.isdiction. Nucor's

position is that CP&L made a revenue adjustment to reflect the

reduction in revenues CP&L would receive from Nucor due to its

electing to take serivce under Rider No. 58, and CP&L should also

make a corresponding adjustment to the allocation factor. As an

alternative should the Commissi. on not. allow the allocation factor

adjustment, the Revenues adjustment of $2, 222, 734 should be

disallowed.

CP&L witness Nevil testified that CP&L was already

experiencing a reduction in its revenue due to Nucor's electing

ervice under Rider No. 58 and that until rates were changed to

reflect this fact, the CP&L shareholders would suffer this loss.

He testified that thi. s revenue reduction was a known and

measurable change. He further testified that the demand Nucor

would place on the CP&L system was not certain in the future, and

he referred to the testimony of Nucor CEO Iverson which indicated

that Nucor's election to take service on Rider No. 58 was on a

trial basis. Nr. Nevil further testified that if you "opened the

door" on allocation factor adjustments, there were other
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potential adjustments such as annualizing water heater and air
conditioner load control effects or recognition of standby

requirements, which would have to be made in addition to the one

recommended by Nucor. Nr. Nevil testified that including these

allocation factor adjustments would result in an increase of $2. 8

million in the South Carolina retail revenue requirement. (TR.

Vol. 4 at 42-43) Staff witness Sheely testified that Nucor was

not on Rider No. 58 at the time of the system peak and that an

adjustment to the allocation factor as proposed by Nucor would be

an adjustment to per book allocation factors and that past

Commission practice has been not to adjust per book allocation

factors.
The Commission finds that the proposed revenue adjustment of

$2, 222, 734 is not sufficiently known and measurable to be

accepted for the purposes of this proceeding and therefore

disallows same. In light of this finding, Nucor's proposed

allocation adjustment is not appropriate.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 6

The evidence for this finding concerning the adjusted level

of operating revenues is found in the testimony and exhibits of

Company witness Nevil, Commission Staff witness Watts, and Nucox

witness Goins.

CP&L witness Nevil's ezhibits reflected adjusted operating

revenues under current rates of $320, 180,370. Commission Staff.

witness Watts testi. fied that the Staff disagreed with the
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Company's allocation of a portion of the Cogeneration Revenue

Annualization adjustment, which was a component of Nr. Nevil's

recommended adjusted revenues. The Company directly assigned the

three components of the cogeneration revenue adjustment

(transmission, distribution, and customer} to the jurisdiction

from which those revenues were provided. Staff wi. tness Watts

recommended that the transmission portion of the adjustment be

allocated by the Demand Power Supply allocator which would

allocate $20, 000 more revenue to the South Carolina retail

jurisdiction. (TR. Vol. 19 at 219). He also recommended an

adjustment of &241, 000 to reflect addi. tional revenues from a.

standby service customer. The Company did not contest either of

Nr. Watts' recommendations, and the Commission adopts these

recommendations as appropriate in this case.

A second issue related to the appropriate level of adjusted

operating revenue in this case was addressed by Nucor witness

Goins. Dr. Goins proposed an additional $4. 1 million revenue

reduction to reflect hi. s proposed demand allocation adjustment.

Witness Goins concurred that if no demand allocation adjustment

was approved disallowance of the Company's $2, 222, 734 adjustment

would be appropriate. As discussed in Finding of Fact No. 5, the

1CP methodology with no adjustment to demand allocation was

approved, and the Commission has disallowed the $2, 222, 734

revenue adjustment for reasons set forth supra.
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Based on these conclusions, the appropriate level of

operating revenues for the Company under present rates after

accounting and pro forma adjustment is $322, 664, 000.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7

The evidence for this finding concerning CP&L's expenditures

on the Harris Plant is contained in the testimony and exhibits of

Company witness Smith„ Parsons, FicDuffie, and Spann; Nucor

witnesses Stiefel, NcGaughy, and Komanoff; and Commission Staff

witness Vatts.

CP&L is seeking here to include its investment in the Harris

Plant in its rate base. The Commission in its 1987 Order No.

87-902 in Docket No. 87-7-E included 50 percent of. the Company's

investment in the plant in rate base under bond and withheld its

final decision as to including any portion of the plant until the

instant proceeding. The Commission has heard challenges by

witnesses sponsored by intervenor Nucor to the prudence of. the

Company's expenditures on the plant.

The Harris Plant was announced by CP&L:in 1971 as a

four-unit, 3, 600 NV nuc. l. ear plant located near Raleigh, North

Carolina. The four units were originally scheduled for

completion in 1977, 1978, 1979, and 1980. Harris Unit Nos. 3 and

4 were cancelled in 1981, and Uni. t No. 2 was cancelled in 1983.

This Commission has dealt with the investment in those units

previously, and that is not an issue here
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Harris Unit No. 1 entered commercial operation on May 2,

1987, at a cost of approximately &3.9 billion. The Harris Plant

cost significantly more and took longer to build than was

originally anticipated. The Company has the burden of proving

the reasonableness of the expenditures on the plant; and as noted

above, challenges have been made to the reasonableness of those

expenditures.

When the rea. sonableness of utility expenditures is

challenged, the appropriate standard for determining the

controversy is the traditional prudence standard. Under that

standard, the Commission determines whether utility management

decisions were made in a reasonable manner and at an appropriate

time based on what was reasonably known or reasonably should have

been known at that time. See, e.g. , Consolidated Edison Company

of New York, 45 P. U. R. 4th 325 {N.Y.P. S.C. 1982). The Commission

notes that the determination of reasonableness should be based on

a contemporaneous view of the action or decision under question.

In its initial filing in its direct case on March 15, 1987,

the Company presented testimony by its Chairman and Chief

Executive, Mr. Sherwood Smith", its Vice President of Nuclear

Operations, Mr. M. A. McDuffie; and Nr. Roland Parsons, the

Project General Manager on the issue of the Harris Plant

expenditures. Mr. Smith's testimony presented an account of the

corporate decision-making concerning the plant and the external

and Company internal events that had impacted the plar t. To
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summarize, the four-unit Harris Plant was started in 1971 at a

time when CP&L was experiencing one of the highest gxowth rates

of any utility in America. Harris was part of a massive

construction effort undertaken by the Company to meet the

projected growth i.n demand. Very high annual growth in peak

demand continued through 1973 when the OPEC oil embargo occuxred.

The effects of this embargo wexe sevexal fold, but the major

impacts wexe on the Company's financi. al condition and on customer

demand. According to CP&L's witnesses to counter these effects,
CP&L deferred a number of its plants, including the Harris Plant,

and indefinitely postponed others.

In 1975, the Company again moved to defer the Harris units

and other units. The in-service date of Harris Unit No. 1 was

deferred from 1981 to 1984, and the other units were similarly

deferred. These actions were taken in an attempt to improve the

Company's financial conditions and to put it in a better position

to finance the heavy construction costs anticipated in the

future. The plant deferrals were possible because of a

combination of declining demand growth projections and a

reduction in the Company's planning reserve margin to 12 percent.

CP&L began construction of the Harris Plant in January 1978„

after receipt of the Construction Pexmits from the Nuclear

Regulatory Commission (NRC). Company wi. tnesses testified that

the cost of constructing that plant increased for a number of

xeasons, including record-high inflation and interest rates and
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an increase in the regulation of nuclear plants by the NRC. At

the same time, CPRL's projections of demand growth conti. nued t. o

decline and eventually stabilized at a level much lower than was

projected at the time the plant was initiated. Due to decreased

projection of demand growth, higher costs, and uncertainty over

future NRC regulations, CP&L cancelled Harris Unit Nos. 3 and 4

in 1981 and Unit No. 2 in 1983. Certain facilities had to be

completed to serve Unit 1 which are large enough to serve the

four units orignially contemplated. See, infra, for treatment of

the costs associ, ated with these facilities. This also increased

the cost per kilowatt of Unit 1 compared to many other nuclear

plants.

The Harris Plant was not the only plant CPRL had under

construction during the 1970's and 1980's. During thi. s time,

CPGL completed approzimately two-thirds of the generating system

it now has available to meet the demands of its customers. Since

1971, the Company has had to make a number of decisions and

commitments in order to meet the ezpanding needs of its service

area; and since the Harris Plant was started, the Company has

completed four nuclear units, five coal units, and twenty-two

combustion turbines. Decisions concerning the Harris Plant had

to be made in the contezt of this large overall construction

program.

CP6L witnesses NcDuffie, who wa. s the Company officer

responsible for the Harris Plant, and Parsons, who was the
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Project General Manager, presented testimony concerning how the

Company organized the Harris Project, chose the major contractors

and the plant design, and implemented the project concept. Based

on the experience gathered from a construction program that was

continuous from 1947 to 1971 and that contained both fossil and

nuclear plants, CPEL decided to assume the roles of Construction

Manager and Project Manager on the Harris Project. It hired

Ebasco Services, Inc. , (Ebasco) as the archi. tect/engineer (AjE)

and Daniel Construction Company as the constructor. Westinghouse

Electric Corporation was awarded the Nuclear Steam Supply System

(NSSS) and turbine contracts. These CPRL witnesses described how

the Company managed all aspects of the project, ranging from

engineering management to quality assurance to project controls.

Witness Parsons provided testimony concerning the increases

in the cost and schedule of the Harris Plant. Nr. Parsons

pr'esented the results of a study as to why the plant cost has

i.ncreased between the definitive project estimate (done in 1978)

of approximately $1.4 billion and the final plant cost of

approximately $3. 9 billion. The study analyzed the causes, or

cost drivers, that had been identified as affecting plant cost.

Of these cost drivers, the most significant, according to the

study, was regulation, which accounted for 66 percent of the

increase i.n cost. Nr. Parsons also addressed how and why the.

construction schedule for the Harris Plant had increased from 73

months (Construction Permit to Commercial Operation) to 111
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months. Witness Parsons identified a number of regulatory

changes that accounted for a significant portion of this 38-month

schedule increase. (TR. Vol. 12 at 65-66)

CP&L witnesses Parsons and Smith presented testimony

concerning how regulation of nuclear plants had changed

throughout the duration of the Harris Project. The Company

witnesses gave a number of specific examples of how new or

interpreted regulations had been applied to the Harris Plant and

how these had affected the plant. {TR. Vol. 12 at 61-65; TR.

Vol. 7 at 32-33)

The CP&L witnesses also testified that, in addition to an

increase in the number. of regulations, the NRC's manner of

regulation changed following the Three Yile Island (TNI) accident

in 1979 and also as a result of quality assurance problems

identified at other plants shortly after TNI.

Nucor presented the testimony of three witnesses who

challenged the prudence of CP&L's expenditures on the Harris

Plant. John T. Stiefel of Stiefel Associates, Inc. , a company

participating in nuclear consult"'ng work and real estate, and

James P. NcGaughy, Jr. , of GDS Associates, Inc. , an engineering

consulti. ng firm, testified that CP&L failed to exercise prudent

management judgment in the selection of the original design of

the plant general arrangement and in its decision to manage the

Harris Plant project itself. These witnesses also testified that

CP&L had not prudently managed the impact of regulation on the
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plant and had not. adequately explained the reasons for cost

increases. These witnesses developed a range of alleged

imprudent costs of $569 million to $1.562 billion and recommended

a disallowance of $880 million on a system basis.

Nucor also presented the testimony of Charles Komanoff of

Komanoff Energy Associates, an energy and economic consulting

firm. Nr. Komanoff presented a comparative analysis, based on

regression analyses, of the cost of the Harris Plant to other

nuclear plants. He also conducted an economic evaluation of the

t. ota.1 life-cycle cost of Harris as compared with a hypothetical

coal plant. Based on these comparisons, Nr. Komanoff found an

"implied disallowance range" of $956 million to $1.236 billion.

Staff witness Watts recommended a portion of the Harris Unit

No. 1 be considered as abandoned plant as it was originally

designed and constructed as a functional part of units three and

four which were previously abandoned. This amounted to

$140, 649, 535 on a system basis and $20, 038, 179 to South Carolina

retail jurisdiction. Staff also proposed a corresponding ten

year amortization of these expenses with no earnings as has been

approved by the Commission on other abandonments. Witness Watts

testified that another alternative could be to spread these costs

over the remaining license life of the plant which is

approximately thirty —eight (38) years.

Under cross-examination by Staff counsel Burch, Company

witness Parsons more specifically quantified the additional
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Komanoff Energy Associates, an energy and economic consulting

firm. Mr. Komanoff presented a comparative analysis, based on

regression analyses, of the cost of the Harris Plant to other

nuclear plants. He also conducted an economic evaluation of the

total life-cycle cost of Harris as compared with a hypothetical

coal plant. Based on these comparisons, Mr. Komanoff found an

"implied disallowance range" of $956 million to $I..236 billion.

Staff witness Watts recommended a portion of the Harris Unit

No. 1 be considered as abandoned plant as it was originally

designed and constructed as a functional part of units three and

four which were previously abandoned. This amounted to

$1.40,649,535 on a system basis and $20,038,179 to South Carolina

retail jurisdiction. Staff also proposed a corresponding ten

year amortization of these expenses with no earnings as has been

approved by the Commission on other abandonments. Witness Watts

testified that another alternative could be to spread these costs

over the remaining license life of the plant which is

approximately thirty-eight (38) years.

Under cross-examination by Staff counsel Burch, Company

witness Parsons more specifically quantified the additional
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expense above the stand alone cost of Harris Unit No. 1 as

$440, 000, 000 with the total Spent Fuel Storage building included

as an integral part of the Unit No. 1 facility. The Spent Fuel

Storage faci. lity costs amounted to $130,000, 000.

Consumer Advocate witness Miller proposed a reduction to the

allowed Harris plant cost due to his determination that certain

of the expenses represented excess capacity that is not used and

useful. This was quantified as approximately $141,000, 000 based

on a design consisting of two pairs of units rather than the four

unit cluster. During cross —examinat. ion, Ni. lier indicated it
would be consistent with his position to also eliminate those

costs of the common facilities associated with the companion unit

to Unit No. 1. This modification resulted in a change in his

proposed excess common facilities to $569, 000, 000. In its Brief,

the Consumer Advocate further proposed to disallow an additional

$241, 000, 000 due to the Company's inability to reasonably

quantify the cost effects of errors and omi. ssions on the project

by its own personnel, and i. ts contractors and vendors.

The Commission has thoroughly examined the evidence in the

record contributing to the ultimate Harris plant costs and

concludes that, although the Commission is not pursua. ded that the

expenditures associated with the Harris Plant were imprudently

incurred, it should exclude the costs from rate base incurred

above that necessary for Harris Unit No. 1 to exist as a stand

alone unit but does not remove any of the cost of the Spent Fuel
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Storage Facility as the Commission is convi. need that this

facility is an asset to CP&L and its ratepayers. The Company

will be allowed to recover these expenses in equal annual amounts

over the remaining license life of the Harris nuclear plant, but

will not be allowed to earn any return that may otherwise have

accrued due to these dollars. The Commi. ssion finds thi. s

disallowance and subsequent amortization without a return over

the license life of the facility to be an appropriate and

equitable sharing of the risks, benefits, and costs among the

Company, the shareholders, and ratepayers.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8

The evidence for this finding concerning the reasonable

level of test-year operating revenue deductions is found i.n the

testimony and exhibits of Company witnesses Bradshaw and

LaGuardi. a; Commission staff witnesses Price, Sheely, and Watts;

and Consumer Advocate witness Yiiller.

Unless otherwise specified, all numbers throughout the

remainder of the Order are allocated as South Carolina retai. l.
The differences between the Company and the Commission Staff

concerning the proper level of operating revenue deductions

included in test-year operations are reflected in the .following

table:
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Operating Revenue Deductions
Company
($000s)

Commission
Staff
($000s)

Differences
($000s)

Operating & Maintenance
Expenses

Depreciation Expense
Taxes Other Than Income
Current Income Taxes
Deferred Income Taxes
Deferred Investment Tax

Credits
Interest on Customer Deposit. s
Harris Deferral

1. 77, 566
40, 050
11,224
9, 360

10, 152

1,959
110

6, 156

177, 926
36, 901
11,220
11,164
9, 967

1,991
110

5, 982

360
(3, 149)

(4)
1,804
(185)

32
0

(174)

Total Operat:ing Revenue
Deductions 256, 577 255, 261 (1,316)

The first area of disagreement concerns operations and

maintenance (0&N) expenses. The differences related to 0&N are

set forth in the following table:

I'tern

Difference
($000s)

Officers' Salaries
Harris Plant 0&M
Misc. General Ezpen e
Amort. of Harris 1 Aband
Pension Expenses
Co-Gen Capacity
Co-Gen Non-Fuel Energy
Harris Levelization
Other 0&N
Total 0&N Expense

onmen t:

(8)
(1,128)

(10)
2, 004

(178)
(54)

(267)

360

The first area of difference among the Company, the

Commission Staff, and the Consumer Advocate relates to the

Company's officers' salaries. Commission Staff witness Price

recommended that: the Company's 0&M expenses be reduced by $8, 037

which represents the difference in the level of officers'
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Deferred Income Taxes
Deferred Investment Tax
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Commission
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The first area of disagreement concerns operations and

maintenance (O&M) expenses. The differences related to O&M are

set forth in the following table:

Difference
Item ($000s)

Officers' Salaries
Harris Plant O&M
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Co-Gen Capacity
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Harris Levelization
Other O&M
Total O&MExpense

(8)
(1,128)

(lO)
2,004

(1.78)

(54)
(267)

i

360

The first area of difference among the Company, the

Commission Staff, and the Consumer Advocate relates to the

Company's officers' salaries. Commission Staff witness Price

recommended that the Company's O&M expenses be reduced by $8,037

which represents the difference in the level of officers
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salaries between the 12 months ended September 1987 and the 12

months ended September 1986. Consumer Advocate witness Niller

also recommended that an adjustment be made to reduce 06N by

$43, 000 which represents the test-year increase in officers'

salaries. Witness Miller testi. fied that this Commission made a

similar adjustment in the Company's last general rate case. (TR.

Uol. 14 at 186).

The $43, 000 officers' salary eliminati. on used by witness

Miller came from CP&L's response to Staff Data Request No. 1,

Question 64(G). This question asks for increases granted to

officers during the test year who were officers at the beginning

of the test year through the end of the test year. The Staff

used an elimination adjustment of $8, 037 which consisted of

setting the officers' salaries at the 1986 level after

considering promotions and terminations. The Commissi. on fi.nds

Staff's adjustment which has as its source, Staff Data Request

No ~ 1, Response 64(a), more appropriate i.n that Staff's

adjustment allows for the net change in total officers' salaries.

The next disagreement between the Company and the Commission

Staff relates to the appropriate level of Harris ORN expenses to

include in this proceeding. The Company made an adjustment to

i.ncrease test-yea. r OLN expenses by $6, 120, 515 to reflect an

annualized level of operating expenses of $9, 183,635 for the

Harris Plant. The basis for the Company's adjustment was the

1987 Harris Plant budget estimate.
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Witness Sheely testified that the Staff recognized the need

for an adjustment to reflect the added expense of operating the

Harris Plant over the per books amount included in the test year.

Witness Sheely proposed that 0&N expenses for the Harris Plant be

annualized based on actual dollars expended for the period Nay

1987 through Narch 1988. His adjustment resulted in a reduction

of $1, 127, 473 to the Company's proposed expense level.

Consumer Advocate witness Niller recommended that the Harris

Plant QRN expenses included in this case be reduced by $868, 542.

His recommendation was based on the annualized Nay through

December 1987 actual 06N expenses for the Harris Plant. (TR.

Vol. 14 at 180)

The Commissi. on, after considering all the evidence in this

proceeding, fi.nds that the expense level recommended by t' he Staff

should be adopted for purposes of this proceeding because the

Staff based i.ts adjustment on actual dollars expended for a

longer period.

The next difference among the Company, the Commission Staff,

and the Consumer Advocate relates to miscellaneous general

expenses. The Commi. ssion Staff and the Consumer Advocate made an

adjustment to eliminate $9, 739 from ORN expenses for the

Company's sponsorship of sports teams, Pioneer Club expenses, and

employee club dues. Consumer Advocate witness Niller testifed

that these expenses should be eliminated because they do not

provide a direct and primary benefit to the ratepayers. He
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1987 through March 1988. His adjustment resulted in a reduction
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Consumer Advocate witness Miller recommended that the Harris

Plant O&M expenses included in this case be reduced by $868,542.

His recommendation was based on the annualized May through

December 1987 actual O&Mexpenses for the Harris Plant. (TR.

Vol. 14 at 180)

The Commission, after considering all the evidence in this

proceeding, finds that the expense level recommended by the Staff

should be adopted for purposes of this proceeding because the

Staff based its adjustment on actual dollars expended for a

longer period.

The next difference among the Company, the Commission Staff,

and the Consumer Advocate relates to miscellaneous general

expenses. The Commission Staff and the Consumer Advocate made an

adjustment to eliminate $9,739 from O&Mexpenses for the

CompanyVs sponsorship of sports teams, Pioneer Club expenses, and

employee club dues. Consumer Advocate witness Miller testifed

that these expenses should be eliminated because they do not

provide a direct and primary benefit to the ratepayers. He
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further stated that his adjustment was consistent with the

Commission's order in the Company's last general rate case. (TR.

Vol. 14 at 206)

After considering all the evidence on this matter, the

Commission adopts the adjustments proposed by the Staff and

Consumer Advocate as have been adopted i, n prior rate cases.

The next area of disagreement. between the Company and the

Commission Staff is related to the Commi. ssion Staff's adjustment

to amortize over ten years that. portion of Harris Unit No. 1 that

the Staff considers abandoned plant and an alternative adjustment

of amortization over the remaining life of the plant, or 38 2/3

years. As discussed in Finding of Fact No. 7, the Commission has

removed from the rate base a portion of the Harris Plant. The

Commission finds that Staff's alternate proposal to amortize over

the remaining license life of 38 2/3 years without a return i. s

the most appropriate and should be approved.

The next area of disagreement among the Company, the

Commission Staff, and the Consumer Advocate is the proper. level

of pension expenses to include in ORN.

Commission Staff witness Price recommended reducing 0&M

expenses by $177, 455 for pension expenses. This adjustment

reflects the provisions of the Financial Accounting Standards

Board Statement No. 87 (FASB No. 87) which were effective January

1, 1987. Consumer Advocate witness Miller made a. similar

adjustment. He testified that the test year pension expense
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expenses by $177,455 for pension expenses. This adjustment
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adjustment. He testified that the test year pension expense
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should be adjusted to reflect the 1987 expense level. (TR. Vol.

14 at 187)

On cross-examination, Company witness Bradshaw stated that

while the pension expense can fluctuate from year to year, the

1987 level, was representative of the pension expense level the

Company is current. ly experiencing.

Based on the evidence presented, the Commission finds that

test year 0&M expenses should be reduced by $177, 455 to reflect

the 1987 level of pension expense pursuant to FASB No. 87.

The Company, the Commissi. on Staff, and the Consumer Advocate

also disagreed on the proper level of cogeneration expenses to

include in test year expenses. The Company included in 0&M

expenses increased costs of cogeneration capacity and non-fuel

energy to reflect the addition of three new cogeneration units.

The Company's adjustment was based on 1989 contract. rates. This

adjustment increased 0&M expenses by $2, 197, 740. Company witness

Nevil testified on cross-examination that 1989 cogeneration rates

were used because the Company did not anticipate filing a general

rate case for some time. The 1989 level would therefore be more

reflective of costs when the rates in this case are effective.

Commission Staff witness Sheely made an adjustment to

increase 0&M expenses by $1, 876, 400. Witness Sheely based his

adjustment on the 1988 contract rates which would be the rates in

effect at the time revenues set in this proceeding become

effective.
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Consumer Advocate witness Miller omits this adjustment in

total and states that this adjustment is a post test year

adjustment which incorporates costs that are beyond both the

hearing date and the order date in this proceeding. (TR. Vol. 14

at 188-89)

The Commission believes that we should encourage the

development of cogeneration and to deny contract rates is an

inappropriate signal to this Company. Me therefore agree with

the Company and the Staff that the adjustment should be made and

that the 1988 contract rates as proposed by Staff should be

approved.

The next OLM issue between the Company and the Staff

concerns the proper amount to include in 06M expenses for the

buyback of Harris and Mayo generation from the NCEMPA.

In its filing, the Company made ar. adjustment. to levelize

the purchased capacity cost portion of the buyback of power from

the Harris and Mayo units from NCEMPA. The levelization period

used by the Company was the remaining life of the buyback for

Mayo and ten years from the commercial operation date for the

Harris Plant. No intervenor took exception to the levelization

periods filed by the Company.

The Company's levelization calculation used a system

composite state income tax rate of 7 percent. Commission Staff

wi. tness Pri. ce adjusted the levelization calculation to reflect

the South Carolina state income tax rate of 5. 5 percent.
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Based solely on the evidence presented in thi= proceeding,

the Commission believes that the proper levelization period for

Nayo is the remaining life of the contract; and the proper

levelization period for Harris is ten years beginning with the

commercial operation date of the Harris Plant. Additionally, the

levelization calculation should reflect the current South

Carolina state income tax rate of 5. 5 percent. Also, the

difference between the levelized costs and the Company's actual

Harri. s and Nayo purchased capacity payments should be placed in a

deferred account and should accrue a return based upon the

overall net-of-tax rate of return approved by the Commission in

this proceeding. The Commission also believes that it would be

appropriate to true-up this deferral account at the encl of the

leveli. zat ion peri. ods.

The next area of difference between the Company and the

Consumer Advocate relates to the year-end payroll adjustment. In

its filing, the Company included an adjustment to O&N expenses to

reflect payroll expenses at the test year-end level. This

adjustment increased 0&N expenses by $214, 540. The Commission

Staff accepted the Company's adjustment. Consumer Advocate

witness Niller testified that he agreed with the Company's

adjustment in concept but recommended that no adjustment be made

in this case for year-end payroll. lifitness Niller testified that

the Company annualized the payroll expense by using the number of

employees at the end of the test period. He further testi. f. ied
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that this was inappropriate i.n this instance because the

September 1987 employee level was higher than in any period

between October 1986 and Eebruary 1988. If the September level

of employees is used, the ratepayers will be forced to bear

labor-costs t:hat the Company is not incurring.

On cross-examination, Company witness Bradshaw stated that

the Company's actual payroll for the 12 months ended Nay 1988 was

higher than the annual, ized year-end payroll adjustment the

Company included in this rate case. He testifi. ed that with the

Company's requested annualized September 1987 payroll, the

payroll expense was not up to the current level of the ongoing

expense.

After considering all the evidence presented on this issue,

the Commission concludes that the Company's year-end payroll

adjustment is consistent with the methodology adopted by this

Commission in prior rate cases and is appropriate for this

proceeding. Therefore, it rejects the Consumer Advocate's

proposal.

The next difference between the Company and the Consumer

Advocate concerns Edison Electric Institute (EEI) dues. Included

in the Company's test year expenses i. s $45, 627 rel. ated to EEI

dues. The Commission Staff made no adjust:ment to exclude this

expense. Consumer Advocate wit. ness Niller testified that EEI

dues should not be included in operating expenses for ratemaking

purposes unless they result in some direct and primary benefit to
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consumers. He based his assertion on the fact that a number of

EEI activities, including EEI's charitable contributions,

memberships in social and service club organizations, donations,

and advertising expenses, do not provide a primary benefit to

consumers. He acknowledged that the Company had already excluded

approximately two percent of EEI dues from test year expenses

requested in this case. (TR. Vol. 15 at 199-203)

The Company maintains that only the portion of EEI dues that

is charged below the line should be removed for establishing its

allowable level of expense. Only two percent of EEI's total

budget is spent on direct lobbying expenses according to EF, I

reports. The Commission agrees with the Company and finds that

the Consumer Advocate's adjustment should be rejected.

The Consumer Advocate also made an adjustment to remove the

test year expenses related to the Nedia Communications Fund

(NCF). Witness Niller testified that based on h.is review of the

1984, 1985, and 1986 NARUC EEI oversight committee report, $5. 8

million was spent for national advertising in 1986. He testified

that it was his experience that this type of national advertising

provides no direct and primary benefit to ratepayers. He also

stated that because NCF advertising was national advertising, he

could not understand how it could provide any direct and primary

benefits to the Company's cust. omers. (TR. Vol. 14 at 204-05)

After reviewing the evidence on this issue, the Commission

has determined that the Consumer Advocate's adjustment should be
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accepted. This adjustment is appropriate because the Commission

has traditionally eliminated charges to the Nedia Communications

Funds.

Another area of disagreement between the Company and the

Consumer Advocate is legal fees related to a United Nine Workers

Association (UNMA) lawsuit and an antitrust: sui. t filed by the

North Carolina Electric Nembership Corporation (NCENC) and 16 of

its 18 members who receive wholesale service from the Company.

Consumer Advocate wi. tness Niller recommended eliminating

$28, 616 from 06N expenses ($14,310 for the UNWA and $14, 306 for

the antitrust lawsuit). Nir. Niller's basis for elimination of

the UNMA expenses was that the Commission had previously

determined that the Company should not. be permitted to recover

losses associated wi. th the Leslie and NcInnes coal mines. He

further stated that the expenses for the antitrust case should be

excluded for ratemaking purposes, and the defense of the

Company's actions is the responsibi1ity of the stockholders and

not the ratepayers. (TR. Vol. 14 at 195-98)

Company witness Bradshaw stated on cross —examination that

the Company has an obligation to its customers to defend itself

against any lawsuit that is filed against the Company. He

testified tha. t. the cost. s to the ratepayer could be much greater

if t:he Company did not defend itself agai. nst these types of

lawsuits.
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Af ter reviewing the evidence on this issue, the Commission

concludes that the Consumer Advocate's adjustment to eliminate

legal fees associated with the UMWA and anti. trust lawsuits should

be rejected. The Commission believes that the Company had an

obligation to the ratepayers as well as the shareholders to

defend itself against these lawsuits.

Another area of disagreement between the Company and the

Consumer Advocate relates to an uncollectible expense adjustment

made by witness Miller. Witness Miller recommended that net

write-offs for calendar year 1986 be used instead of the test

year uncollecti. ble expense because the test year expense level is

abnormally hi. gh as a result of the Company's revised customer

deposit policy. Between 1986 and 1987, gross wri. te-offs

increased by approximately $1.3 million. This increase was due

to an increased level of customer kWh sales, increased revenues

billed, and the Company's revised customer deposit policy.

Witness Miller reduced test year 06M expenses by $24, 248 to

reflect the calendar year 1986 level of net write-offs. He

stated that the Company's revised customer deposit poli. cy works

to the detriment of the majority of the ratepayers and

recommended that the Commission instruct the Company to abandon

this new customer deposit policy. (TR. Vol. 14 at 177-78) The

Commission Staff did not adjust the amount included in the test

year for uncollectible accounts.
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- On November 3, 1986, the Company informed this Commission of

the change i.n its customer deposit poli. cy. The Company stated in

its letter of notification that this modification was to reflect

the Company's ongoing commitment to provide high quality service

as well as t. o address the specific needs of its customers. The

Commission finds that the Company's deposi. t policy is within the

Commission's Rules and Regulations and benefits given to the

customers fa.r outweigh the costs. Therefoxe, the Consumer

Advocate's adjustment is rejected.

Another area of disagreement between the Company and the

Consumer Advocate is the Company's participation in the Nuclear

Electric Insurance Limited (NEII, ).
The Company is a member of NEIL which provides insuxance

coverage against incxemental costs of replacement power resulting

fxom prolonged acci.dental outages of members' nuclear generating

units. NEIL is a uti. lity industry-sponsored mutual insurance

company�.

Consumer Advocate witness Miller recommended that the

Commission order the Company to produce NEIL's books and records

and to have the Commission Staff conduct an audi. t. (TR. Vol. 14

at 194) A similar recommendation was made in CP6L's last general

rate case, Docket No. 87-7-E. In that case, the Report of the Ad

Hoc Committee on Insurance published by the National Association

of Regulatory Utility Commi. ssioners on Narch 4, 1987 was entered

into evidence. The Commission takes judicial notice of this
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report which discussed the use of industry mutuals for nuclear

coverage and the report states "There is no reason for regulators

to be suspicious that the premiums charged by industry mutuals

are unreasonably high relative to the Market. Indeed, over the

long run, industry mutuals may be able to better furnish public

utilities with the coverages they need at the same reasonable

cos'ts e

No new evidence was provided in this proceeding to convince

the Commission that it is necessary to order an audit of NEIL.

Therefore, the Commission again rejects the Consumer Advocate's

recommendation.

Based on the foregoing, the appropriate amount of total OGYi

expense for inclusion in rates in this proceeding is

$177, 254, 000.

The next area of disagreement relates to depreciati. on

expense. Company witness Bradshaw presented testimony and

exhibits supporting a change in CPSL's depreciation rates. The

recommended change in depreciation rates is summarized below:

Current
Rates

Proposed
Rates

Production
Steam
Nuclear
Hydro
Other

Transmi. ssion
Distribution
General

3 ' 689
4 ' 016
1.1. 70
4. 062
2. 376
3.273
5. 178

3.428
3 ' 195
1.414
3.759
2. 699
3.725
4. 951
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The next area of disagreement relates to depreciation

expense. Company witness Bradshaw presented testimony and

exhibits supporting a change in CP&L's depreciation rates. The

recommended change in depreciation rates is summarized below:

Current Proposed

Rates Rates

Production

Steam 3.689 3.428

Nuclear 4.016 3.195

Hydro 1.170 1.414
Other 4.062 3.759

Transmission 2.376 2.699

Distribution 3.273 3.725

General 5.178 4.951
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Company witness Bradshaw testified that the proposed

depreciation rates include a component for removal cost, salvage,

and ten years of interim activity. The life of the property for

depreciati. on purposes was based on an actuarial methodology for

non-production properties, consisting of Transmissi*on,

Di. stribution, and General properties. Life estimates utilizing

industry averages were used for Hydro property and Internal

Combustion Turbines. The life span methodology was used for

production properties, consisting of Fossil Steam and Nuclear.

Witness Bradshaw stated that the life span methodology allows for

the evaluation of all factors affecting capital recovery by site

location rather than by account. He explained that the items

analyzed for. each plant/unit were current plant investment;

current accumulated depreciation; and projected additions,

retirements, and replacements.

Fossil Steam Production property was grouped into one of

three categories in order to establish remaining lives as a

group.

These three categories were based on capacity factors that

incorporate future operating plans for the Fossil Steam uni. ts

into a realistic estimated remaining service life for each unit.

Group I property consists of units that would be operating at a

capacity factor above 50 —60 percent. A remaining life of 28

years was assigned to units in this group except for the two

newest units, which were assigned a 33-year remaining life.
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Group II property consists of units that would be operating at a

capacit'y factor above 10—20 percent but below 50-60 percent. A

remaining life of 18 years was assigned to the units in this

group. Group III property consists of uni. ts that would be

operating at a capacity factor below 10-20 percent. A remaining

life of seven years was assigned to the units in this group such

that 95 percent of the depreciable investment would be recovered

over the next seven years. Witness Bradshaw t, estified that due

to the uncertainty of running the Group III units with such low

capacity factors, there is a real need to have the majority of.

the capital investment recovered from these units in the near

future. When considering all three groups, the age of each

plant/unit plus its estimated remaining life, on average, is

equal to a 40-42 year average life span.

The life of Nuclear Production property was also based on

the life span methodogy. Witness Bradshaw testified that the

trend in the electric utility industry is to utilize the Nuclear.

Operating License when establishing operating lives for capital

recovery purposes. Therefor. e, the Company's basis for

establishing a remaini, ng life for each nuclear unit was each

unit's license expiration date as adjusted to reflect the

Company's request for revised operating licenses for Brunswi. ck

Unit Nos. 1 and 2 and Robinson Unit No. 2. Witness Bradshaw

testified that, due to the uncertainty of future regulations and

infancy of the nuclear industry, he was recommending that Nuclear
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Pxoduction property depreciation rates be set such that 95

percent of the depreciable investment be recovered approximately

five years prior to the expiration of the Nuclear Operating

Li.cense. He further testified that as each unit approaches the

license expiration date, an economic analysis would be performed

to determine the cost/benefit of additional investment for

continued operation as compared to the cost of shutting down the

plant.

There was no disagreement on the pxoposed depreciation rates

between the parties for Non-Production property, Hydxo Production

property, and Internal Combustion Turbines; therefoxe, the

Company's proposed depreciation rates for these pxoperties axe

approved.

Consumer Advocate wi. tness Niller only took exception to one

portion of the Company's filed depreciation study. Witness

Miller's exception related to the seven-yeax remaining life for

Group III Fossil Steam Production property. He testi. fied that in

hi. s opinion the seven-year lives were too speculative to be used

to develop the xemaining lives for Group III Fossil Steam

Pxoduction property. He contended that the seven-year period is

not known with enough specificity to be used in this case. He

recommended that the Company monitor the situation and develop

the remaining lives wh. en the data is more known and measurable.

Witness Niller recommended that the Commission appx'ove the old

rate for Group III Fossil Steam Production property and approve
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the new rates for Group I and Group II production properties.

(TR ~ Vol. 14 at 190-93)

Company witness Bradshaw testified that an average life span

for Fossil Steam Production property is 40-42 years. Group III
Fossil Steam Pxoduction property assuming 95 percent recovery

results in an average life span of slightly more than 40 years,

which is within the industry average life span for Fossil Steam

Production propexty. Witness Bradshaw further stated on

cross —examination that most companies in the industry use a

40-year life for this type of property and that the Company's

recommended depreciation rates for Fossil Steam Production

property as a gxoup were slightly longer than the 40-yeax period.

Commission Staff witness Sheely testified on cross-

ezamination that he believed witness Miller's adjustment was

inappxopriate and as these were base load plants which are being

used for. cycling which can shorten plant life considerably. He

recommended that the rates proposed by the Company be appxoved.

{TR. Vol. 19 at 195)

The Commissi. on finds that the remaining lives for Fossil

Steam Production property should be considered in total and not

separated by indivi. dual groups. As testified to by Company

witness Bra.dshaw, Fossil Steam Production property has an

estimated life of slightly longer than 40 years, which is

consistent with the industxy average depreciation life span.

Therefore, the Commission rejects the Consumer Advocate's

DOCKETNO. 88-I!-E - ORDERNO. 88-864
AUGUST 29, 1988
PAGE 40

the new rates for Group I and Group II production properties.

(TR. Vol. 14 at 190-93)

Company witness Bradshaw testified that an average life span

for Fossil Steam Production property is 40-42 years. Group III

Fossil Steam Production property assuming 95 percent recovery

results in an average life span of slightly more than 40 years,

which is within the industry average life span for Fossil Steam

Production property. Witness Bradshaw further stated on

cross-examination that most companies in the industry use a

40-year life for this type of property and that the Company's

recommended depreciation rates for Fossil Steam Production

property as a group were slightly longer than the 40-year period.

Commission Staff witness Sheely testified on cross-

examination that he believed witness MillerVs adjustment was

inappropriate and as these were base load plants which are being

used for cycling which can shorten plant life considerably. He

recommended that the rates proposed by the Company be approved.

(TR. Vol. 19 at 195)

The Commission finds that the remaining lives for Fossil

Steam Production property should be considered in total and not

separated by individual groups. As testified to by Company

witness Bradshaw, Fossil Steam Production property has an

estimated life of slightly longer than 40 years, which is

consistent with the industry average depreciation life span.

Therefore, the Commission rejects the Consumer Advocate's



DOCKET NO. 88-11-E — ORDER NO. 88-864
AUGUST 29, 1988
PAGE 41

recommendati. on and finds that the depreci. ation tate for Fossi. l

Steam Production property is 3.428 percent.

Commissi. on Staff wi. tness Sheely testified that the Company's

depreciation study was well done and, with one exception, he

xecommended to the Commission that the Company's filed

depreciation study be approved. The one exception was the

Company's depreciation study related to the proper depreciation

rate for Nucleax Production property. Witness Sheely testified

that the Nuclear Production Proper. ty Depxeciation rate should be

based on a straight line depreciation rate which fully

depr. eciates the value of a facili. ty at the end of its operating

license. He stated thai the straight line depreciation method

was a widely accepted method and had historically been accepted

in this jurisdiction and should be approved in thi proceeding.

The Nuclear Production Property Depreci. ation rate recommended by

witness Sheely is 2. 85301 percent.

For purposes of this proceeding, the Commission finds thai

the proper decpreciation rate for Nuclear Production pxoperty is

2. 85301 percent as proposed by Staff. Appendix A sets foxth the

approved depreciation rates by component.

Company's adjustment to depxeciation expense to reflect the

year —end level of depreciation and inclusion of Harris Unit No. 1

depxeciati, on is appxoved as adjusted by Staff for Nuclear

Production Rates.
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Other depreciation differences between the Company and the

Commission Staff not related to the change in depreciation rates

include: Non-Revenue Producing Plant, Robinson Dry Storage, and

AFUDC on Harris Non-Project. Land. Each of these items was

discussed in other Findings of Fact, and the Commission Staff's

position was adopted for each item. As discussed in this Finding

of Fact, the Company's depreciation rates as adjusted by Staff

for Nuclear Production were adopted and therefore should be used

to calculate the depreciation expense associated wi. th p.lant

adjustments.

Based on the foregoing, the total allowable depreciation

expense is $36, 048, 000.

Commission Staff witness Sheely also made an adjustment to

depreci. ation expense based on the Staff's recommendati. on

concerning the Harris Plant. As discussed earlier in Finding of

Fact No. 7, the Commission accepted the Staff adjustment to treat

a portion of Harris as abandoned plant; and therefore the related

depreciation expense adjustment is accepted.

An issue related to depreciation expense i. s the amount. of

nuclear decommissioning costs to include in expenses. Company

witness LaGuardia presented testimony supporting decommissioning

stimates for the Brunswick, Robinson, and Harris nuclear units.

Nr. LaGuardia's testimony reflected in mid-1987 dollars the cost

to decommission the Company's nuclear units under two

decommissioning processes: (1) prompt/removal dismantlement and
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Fact No. 7, the Commission accepted the Staff adjustment to treat

a portion of Harris as abandoned plant; and therefore the related

depreciation expense adjustment is accepted.

An issue related to depreciation expense is the amount of

nuclear decommissioning costs to include in expenses. Company

witness LaGuardia presented testimony supporting decommissioning

estimates for the Brunswick, Robinson, and Harris nuclear units.

Mr. LaGuardia's testimony reflected in mid-1987 dollars the cost

to decommission the Company's nuclear units under two

decommissioning processes: (i) prompt/removal dismantlement and
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(2) entombment/30-year delayed dismantlement. Included in both

decommissioning cost estimates was a 25 percent contingency

allowance. He testified that the purpose of the contingency is

to allow for the costs of hi. gh probability program problems where

the occuxrence, duration, and sever. ity cannot be accurately

predicted and have not been included in the basic estimate.

Based on the evidence presented in this case, the Commission

finds that the decommissioning estimates, including a 25 percent

contingency factor, were reasonable and should be approved.

Company witness Bradshaw presented testimony supporting the

depreciati. on provisions necessary to recover decommissi. oni. ng

costs for the Company's four nuclear units. Witness Bradshaw

stated that, consistent with Commission approval in Docket No.

81-163-E, the Company is recommending the entombment with

di. smantling after a 30-year delay dec. ommissi. oning process updated

to mid-1987 price levels by Mr. LaGuaxdia. He stated that the

entombed property will not require significant maintenance for 30

years, thus the 30-year delay opti. on will allow taking advantage

of the ' state of the a.rt' developed by other utiliti. es which will

have decommissioned units during the 30-year dormancy pexiod. He

also stated that the delay period will result i.n decreased

exposure of personnel to xadiation.

Company witness Bradshaw also presented testimony and

exhibits supporting the modified internal sinking fund capi. tal
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(2) entombment/30-year delayed dismantlement. Included in both

decommissioning cost estimates was a 25 percent contingency

allowance. He testified that the purpose of the contingency is

to allow for the costs of high probability program problems where

the occurrence, duration, and severity cannot be accurately

predicted and have not been included in the basic estimate.

Based on the evidence presented in this case, the Commission

finds that the decommissioning estimates, including a 25 percent

contingency factor, were reasonable and should be approved.

Company witness Bradshaw presented testimony supporting the

depreciation provisions necessary to recover decommissioning

costs for the Company's four nuclear units. Witness Bradshaw

stated that, consistent with Commission approval in Docket No.

81-163-E, the Company is recommending the entombment with

dismantling after a 30-year delay decommissioning process updated

to mid-1987 price levels by Mr. LaGuardia. He stated that the

entombed property will not require significant maintenance for 30

years, thus the 30-year delay option will allow taking advantage

of the _ state of the ar_ _ developed by other utilities which will

have decommissioned units during the 30-year dormancy period. He

also stated that the delay period will result in decreased

exposure of personnel to radiation.

Company witness Bradshaw also presented testimony and

exhibits supporting the modified internal sinking fund capital
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recovery methodology as approved by this Commission i.n Docket No.

81—163-E and requested again in this proceeding.

Commission Staff witness Sheely testified that he reviewed

the report of Company witness LaGuardia and considered it
reasonable and in line with decommissioning studies approved by

this Commission for CP6L in previous cases and other

jurisdictional utilities. Commission Staff witness Sheely

recommended that the Company's decommissioning methodology as

filed be accepted for ratemaking purposes in this proceeding. No

other intervenor filed testimony on decommissioning in this

proceeding. Therefore, the Commission finds that the Company's

site-specific decommissioning estimate, including a 25 percent

contingency factor and the internal modifi. ed sinking fund capital

recovery method, is appropriate .for use in this proceeding and is

hereby adopted. The Company's jurisdictional decommissioning

expense approved for use in this proceeding is therefore

41, 314, 000.

The next area of disagreement relates to the Commi. ssion

Staff's adjustment to decrease property taxes in conjunction with

the Staff's adjustment to eliminate AFUDC on Harris non-project

land included in Plant In Service In Finding of Fact No. 11,

the Commission determined that the Staff's adjustment was

appropriate; therefore, the Commission also approves this

adjustment.
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recovery methodology as approved by this Commission in Docket No.

81-163-E and requested again in this proceeding.

Commission Staff witness Sheely testified that he reviewed

the report of Company witness LaGuardia and considered it

_easonable and in line with decommissioning studies approved by

this Commission for CP&L in previous cases and other

jurisdictional utilities. Commission Staff witness Sheely

recommended that the Company's decommissioning methodology as

filed be accepted for ratemaking purposes in this proceeding. No

other intervenor filed testimony on decommissioning in this

proceeding. Therefore, the Commission finds that the Company's

site-specific decommissioning estimate, including a 25 percent

contingency factor and the internal modified sinking fund capita].

recovery method, is appropriate :for use in this proceeding and is

hereby adopted. The Company's jurisdictional decommissioning

expense approved for use in this proceeding is therefore

$1,314,000.

The next area of disagreement relates to the Commission

Staff's adjustment to decrease property taxes in conjunction with

the Staff's adjustment to eliminate AFUDC on Harris non-project

land included in Plant In Service. In Finding of Fact No. ii,

the Commission determined that the Staff's adjustment was

appropriate; therefore, the Commission also approves this

adjustment.
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The next area of disagreement relates to current income tax

expense. Nany of the contested revenue and expense adjustments,

as well as rate base adjustments, will have an i.ncome tax effect

and therefore require no explanation. The appropriate income tax

expense for inclusion in operating revenue deductions is

calculated using a 34 percent federal income tax rate and a 5.5

percent state income tax rate.

The Commission Staff adjusted the Company's deferred income

tax expense (DIT) and investment tax credit (ITC) to reflect the

depreciation rate for the Harris Plant recommended by Staff

witness Sheely. Therefore, the Commission accepts this Staff's

adjustment to DIT and ITC.

Further, the Commission will adjust DIT and ITC to reflect

its treatment of the Harris Plant expenditure set forth in

Finding of Fact No. 7.

The last operating revenue deduction item for discussion is

the Harris deferred costs. The Company proposed in this case to

begin to recover all Harris Plant costs deferred during the

period Nay 2, 1987 to August 26, 1987 and costs for the 50

percent of the plant not included in rates on August 26, 1987 for

the period ended August 26, 1987 through July 1988. The Company

proposed that these deferred costs be amortized over 104 months

which would allow the Company to recover these costs within ten

years of the date of commercial operation of the Harris Plant in
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expense. Many of the contested revenue and expense adjustments,

as well as rate base adjustments, will have an income tax effect

and therefore require no explanation. The appropriate income tax

expense for inclusion in operating revenue deductions is

calculated using a 34 percent federal income tax rate and a 5.5

percent state income tax rate.

The Commission Staff adj_sted the Company's deferred income

tax expense (DIT) and investment tax credit (ITC) to reflect the

depreciation rate for the Harris Plant recommended by Staff

witness Sheely. Therefore, the Commission accepts this Staff's

adjustment to DIT and ITC.

Further, the Commission will adjust DIT and ITC to reflect

its treatment of the Harris Plant expenditure set forth in

Finding of Fact No. 7.

The last operating revenue deduction item for discussion is

the Harris deferred costs. The Company proposed in this case to

begin to recover all Harris Plant costs deferred during the

period Msy 2, 1987 to August 26, 1987 and costs for the 50

percent of the plant not included in rates on August 26, 1987 for

the period ended August 26, 1987 through July 1988. The Company

proposed that these deferred costs be amortized over 104 months

which would allow the Company to recover these costs within ten

years of the date of commercial operation of the Harris Plant in
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compliance with the requirements of Financial Accounting

Standards Board Statement No. 92 (FASB No. 92).

The Commission accepts the Commission Staff adjustment to

the Harris deferral to reflect the state income tax rate of 5. 5

percent and to reflect the deferral to the date of the order in

this case. Also, the Commission will adjust the Harris deferral

to reflect the 5. 5 percent state income tax rate for that portion

of the Harris Plant treated in Finding of Fact No. 7. The

Commission previously determined that the South Carolina state

income tax rate of 5. 5 percent should be used in calculating the

Harris deferral. Therefore, the amortization of the Harris

deferral appropriate for use 'n these proceedings is ~~5, 125, 000.

Finally, no party contested the amortization period for the

Harris deferral; and therefore the Harris deferral is to be

amortized over ten years from the commercial operation date of.

the Harris Plant. The Commission also believes that it is

appropriate to true-up this deferral account in a subsequent

general ra. te case.

The Commission has considered all other adjustments to, or

treatment of, revenues, expenses or rate base items proposed by

the Staff i.n its presentati*on, not specifically addressed herein,

and have found the adjustments fair and reasonable and adopted

same for purposes of this proceeding as allocated to Company's

South Caroli. na Retail operations pursuant to Staff's methodology.

All other adjustments proposed by any party inconsistent

DOCKETNO. 88-II-E - ORDERNO. 88-864
AUGUST29, 1988
PAGE 46

compliance with the requirements of Financial Accounting

Standards Board Statement No. 92 (FASB No. 92).

The Commission accepts the Commission Staff adjustment to

the Harris deferral to reflect the state income tax rate of 5.5

percent and to reflect the deferral to the date of the order in

this case. Also, the Commission will adjust the Harris deferral

to reflect the 5.5 percent state income tax rate for that portion

of the Harris Plant treated in Finding of Fact No. 7. The

Commission previously determined that the South Carolina state

income tax rate of 5.5 percent should be used in calculating the

Harris deferral. Therefore, the amortization of the Harris

deferral appropriate for use in these proceedings is $5,125,000.

Finally, no party contested the amortization period for the

Harris deferral; and therefore the Harris deferral is to be

amortized over ten years from the commercial operation date of

the Harris Plant. The Commission also believes that it is

appropriate to true-up this deferral account in a subsequent

general rate case.

The Commission has considered all other adjustments to, or

treatment of, revenues, expenses or rate base items proposed by

the Staff in its presentation, not specifically addressed herein,

and have found the adjustments fair and reasonable and adopted

same for purposes of this proceeding as allocated to Company's

South Carolina Retail operations pursuant to Staff's methodology.

All other adjustments proposed by any party inconsistent
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therewith have been reviewed and found to be unreasonable or

inappropriate for ratemaking purposes and are hereby denied.

The Commission hereby will adjust general taxes, state and

federal income taxes, to reflect all adjustments herein approved

The following chart. summarizes the South Carolina retail

operating revenue deductiors adopted in this Finding of Fact:

Item
Amount
($000s)

0&M
Depreciation Expense
Taxes, Other Than Income
Current Income Taxes
Deferred Income Taxes
Investment Tax Credit.
Interest on Customer Deposits
Harris Deferral (Net of Tax)

177, 254
36, 048
10,984
13,821
9, 259
2, 100

109
5. 125

Tots. l Operating Revenue Deductions 254, 700

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 9

Capital Structure

The evidence for this finding concerning the appropriate

capital structure and rate of return is found primarily in the

testimony and exhibits presented by Company witnesses Bradshaw

and Vander Weide, Staff witnesses Price and Rhyne, and Consumer

Advocate witness Legler .
Company witnesses Bradshaw and Vander Veide recommended that

the pro forma capital structure through April 1988 proposed by

the Company be approved by this Commission as most representative

for CP&L. The following chart summarizes the positions of the
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therewith have been reviewed and found to be unreasonable or

inappropriate for ratemaking purposes and are hereby denied.

The Commission hereby will adjust general taxes, state and

federal income taxes, to reflect all adjustments herein approved.

The following chart summarizes the South Carolina retail

operating revenue deductions adopted in this Finding of Fact:

Amount
Item ($000s)

O&M
Depreciation Expense
Taxes, Other Than Income
Current Income Taxes
Deferred Income Taxes
Investment Tax Credit
Interest on Customer Deposits
Harris Deferral (Net of Tax)

Total Operating Revenue Deductions

1.77,254
36,048
10,984
13,821
9,259
2,100

109
5,125

254,700

EVIDENCE AND CONCLUSIONSFOR FINDING OF FACT NO. 9

Capital Structure

The evidence for this finding concerning the appropriate

capital structure and rate of return is found primarily in the

testimony and exhibits presented by Company witnesses Bradshaw

and Vander Weide, Staff witnesses Price and Rhyne, and Consumer

Advocate witness Legler.

Company witnesses Bradshaw and Vander Weide recommended that

the pro forma capital structure through April 1988 proposed by

the Company be approved by this Commission as most representative

for CP&L. The following chart summarizes the positions of the
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parties regarding the appropriate capital structure for use in

thi. s proceeding:

Company
Commission

Staff
Consumer
Advocate

Long-term Debt

Pr. eferred Stock

Common Equity

TOTAL

47. 50Z

7. 30%%u

45. 20%%u

100.00X

47. 82X

7. 46X

44. 72%%u

100.00%%u

47. 82X

7. 46X

44. 72%%u.

100.00K

In its Application, as reflected in the prefiled testimony

and exhibits of Company witnesses Bradshaw and Vander. Meide, the

Company utilized a pro forma capital structure estimated by

adjusting the September 30, 1987 actual capital structure for

changes anti. cipated to occur through April 1988. This capital

structure included a 45. 20 percent common equity ratio.
Consumer Advocate witness Legler recommended that the

Commission adopt the actual capital structure of the Company at

the time the Commission prepares its decision. Dr. Legler's

prefiled testimony contained a capital structure based on the

Company's actual Ilarch 31, 1988 capi. tal structure. Dr. Legler

testified that a 45 percent equity ratio is about average for a

Single A-rated electric ut. ility at the present time. (TR. Vol.

14 at 94)

Company witness Bradshaw presented the actual capital

structure and cost rates through Nay 1988. (TR. Vol. 3 at 125)
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parties regarding the appropriate capital structure for use in

this proceeding:

Commission Consumer
__X Staff Advocate

Long-term Debt 47.50% 47.82% 47.82%

Preferred Stock 7.30% 7.46% 7.46%

CommonEquity 45.20% 44.72% 44.72%

TOTAL 100.00% 100.00% 100.00%

In its Application, as reflected in the prefiled testimony

and exhibits of Company witnesses Bradshaw and Vander Weide, the

Company utilized a pro forma capital structure estimated by

adjusting the September 30, 1987 actual capital structure for

changes anticipated to occur through April 1988. This capital

structure included a 45.20 percent common equity ratio.

Consumer Advocate witness Legler recommended that the

Commission adopt the actual capital structure of the Company at

the time the Commission prepares its decision. Dr. Legler's

prefiled testimony contained a capita], structure based on the

Company's actual March 31, 1988 capital structure. Dr. Legler

testified that a 45 percent equity ratio is about average for a

Single A-rated electric utility at the present time. (TR. Vol.

14 at 94)

Company witness Bradshaw presented the actual capital

structure and cost rates through May 1988. (TR. Vol. 3 at 125)
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This capital structure is consistent with the Company's request

to use a norma3. ized capital structure. The actual Nay 1988

capital structure and embedded cost rates are as follows:

X

Cost
Rates

Long-term Debt
Preferred Stock
Common Equity
TOTAL

47. 50%
7.40%

45. 10%
100.00%

8. 69%
8. 75%

Based on the evidence presented in this case, the Commission

finds that the capital structure proposed by the Consumer

Advocate and the Commission Staff i. s appropriate for establishing

an overall rate of return for the Company.

Accordingly, the Commission finds and concludes that the

reasonable and appropriate capital structure for CPSL in this

proceeding is a capital structure as follows:

Item Percent

I.ong-term Debt
Preferred St.ock
Common Equity
TOTAL

47. 82%
7. 46%

44. 72X
100.00X

Regarding t' he cost rates for long-term debt and preferred

stock, the parties filed as follows

Company
Commissi. on

Staff
Consumer
Advocate

Long-term Debt
Preferred Stock

8. 73%
8. 75%

8. 62%
8. 75%

8. 62%
8. 75%
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This capital structure is consistent with the Company's request

to use a normalized capita] structure. The actual May 1988

capital structure and embedded cost rates are as follows:

Cost
% Rates

Long-term Debt 47.50% 8.69%
Preferred Stock 7.40% 8.75%
CommonEquity 45.10% -
TOTAL 100.00% -

Based on the evidence presented in this case, the Commission

finds that the capital structure proposed by the Consumer

Advocate and the Commission Staff is appropriate for establishing

an overall rate of return for the Company.

Accordingly, the Commission finds and concludes that the

reasonable and appropriate capital structure for CP&L in this

proceeding is a capital structure as follows:

Item

Long-term Debt
Preferred Stock
CommonEquity
TOTAL

Percent

47.82%
7.46%

44.72%
100.00%

Regarding the cost rates for long-term debt and preferred

stock, the parties filed as follows:

Long-term Debt
Preferred Stock

Commission Consumer
Company Staff Advocate

8.73% 8.62% 8.62%
8.75% 8.75% 8.75%
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Company witness Bradshaw presented the actual embedded cost rates

at May 1988 of 8.69 percent for long-term debt and 8. 75 percent

for preferred stock.

Based on the evidence presented, the Commission concludes

that the appropriate embedded cost rates of long-term debt and

preferred stock to be used in this proceeding are the actual

embedded cost rates at March 31, 1988 of 8. 62 percent and 8. 75

percent, respectively, as proposed by the Consumer Advocate and

Commission Staff.
The testimony and exhibits of the financial witnesses for

the Company, the Commission Staff and the Consumer Advocate

demonstrated an approach to their respective investigations of

the cost of common equity of. CP&L within the parameters of the

language of the United Stat. es Supreme Court in its decision in

Federal Power Commission vs. Hope Natural Gas Co. , 320 U. S. 591

(1944), at 603:

[T]he return
commensurate
in other ent
risks. That
sufficient
financial in
as to mainta
capital,

to the equity owner should be
with the return on investments

erprises having corresponding
return, moreover, should be

o assure confidence in the
tegrity of the enterprise, so
in its credit and to attact

The United States Supreme Court's landmark decision in

Bluefield Water Works and Improvement Co. v. Public Service

Commission of West Virginia, 262 U. ST 679 (1923), delineated
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Company witness Bradshaw presented the actual embedded cost rates

at May 1988 of 8.69 percent for long-term debt and 8.75 percent

for preferred stock.

Based on the evidence presented, the Commission concludes

that the appropriate embedded cost rates of long-term debt and

preferred stock to be used in this proceeding are the actual

embedded cost rates at March 31, 1988 of 8.62 percent and 8.75

percent, respectively, as proposed by the Consumer Advocate and

Commission Staff.

The testimony and exhibits of the financial witnesses for

the Company, the Commission Staff and the Consumer Advocate

demonstrated an approach to their respective investigations of

the cost of common equity of CP&L within the parameters of the

language of the United States Supreme Court in its decision in

Federal Power Commission vs. Hope Natural Gas Co., 320 U.S. 591

(1944), at 603:

[T]he return to the equity owner should be
commensurate with the return on investments
in other enterprises having corresponding
risks. That return, moreover, should be
sufficient to assure confidence in the
financial integrity of the enterprise, so
as to maintain its credit and to attact
capital.

The United States Supreme Court's landmark decision in

Bluefield Water Works and Improvement Co. v. Public Service

Commission of West Vir$inia, 262 U.S. 679 (1923), delineated
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general guidelines for determining the fair rate of return in

utility regulation. En the Bluefield decision, the Court stated

What annual rate will constitute just compen-
sation depends upon many circumstances and
must be determined by the exercise of a fai. r
and enlightened judgment, having regard to all
relevant facts. A public utility is entitled to
such rates as will permit it to earn a xeturn
on the value of the property which it employs
for the convenience of the public equal to that
generally being made at the same time and in
the same general part of the country on invest-
ments in othex business undertakings which are
attended by corresponding risk and uncertainties;
but it has no constitutional rights to profits
such as are realized ox' anticipated in highly
profitable enterprises or speculative ventures.
The return should be reasonably sufficient to
assure confidence in the financial soundness of
the utility and should be adequate under
efficient and economical management, to maintain
and support its credit and enable it to raise
the money necessary for the proper discharge of
its publi. c duties. A rate of return may be rea-
sonable at one time, and become too high or too
low by changes affecting opportunities for in-
vestment, the money market, and business generally.

262 U. S. at 692-693.

During the subsequent year, the Supreme Court refined its

appraisal of xegulatory precepts. In its frequently cited Hope

decision p supra, the Court restated its view;

We held in Federal Powe
line Gas Co. . . . that the
the use of any single f
formulae in determining
function, moreover invo
adjustments' (cite omit
standard of 'just and r
reached, not the method
ling (Citation omit. ted)

r Commissi. on v. Natural Pipe-
Commission was not hound to

ormula ox combination of
its rates. Its ratemaking

ives the maki. ng of 'pragmatic
ted). . . ~ Under the statutory
easonable' it is the result

employed which is control-
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general guidelines for determining the fair rate of return in

utility regulation. In the Bluefield decision, the Court stated:

What annual rate will constitute just compen-
sation depends upon many circumstances and
must be determined by the exercise of a fair
and enlightened judgment, having regard to all
relevant facts. A public utility is entitled to
such rates as will permit it to earn a return
on the value of the property which it employs
for the convenience of the public equal to that
generally being made at the same time and in
the same general part of the country on invest-
ments in other business undertakings which are
attended by corresponding risk and uncertainties;
but it has no constitutional rights to profits
such as are realized or anticipated in highly
profitable enterprises or speculative ventures.
The return should be reasonably sufficient to
assure confidence in the financial soundness of
the utility and should be adequate under
efficient and economical management, to maintain
and support its credit and enab]e it to raise
the money necessary for the proper discharge of
its public duties. A rate of return may be rea-
sonable at one time, and become too high or too
low by changes affecting opportunities for in-
vestment, the money market, and business genera]ly.

262 U.S. at 692-693.

During the subsequent year, the Supreme Court refined its

appraisal of regulatory precepts. In its frequently cited Hope

decision, su_a, the Court restated its view_

We held in Federal Power Commission v. Natural Pipe-
line Gas Co .... that the Commission was not bound to
the use of any single formula or combination of
formulae in determining its rates. Its ratemaking
function, moreover involves the making of 'pragmatic
adjustments' (cite omitted) .... Under the statutory
standard of 'just and reasonable' it is the result
reached, not the method employed which is control-
ling (Citation omitted) ....
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The ratemaking process under the Act, i.e. , the
fixing of 'just and reasonable' rates involves a
balancing of the investor and the consumer interests.
Thus we stated in the Natural Gas Pipeline Co. case,
that regulation does not insure that the business
shall produce net revenues. (Citations omitted).

But such considerations aside, the investor interest
has a legitimate concern with the financial integrity
of the company whose rates are being regulated. From
the investor ox company point of view it is important
that there be enough revenue not only for operating ex-
penses but also for the capital costs of the business.
These include sex'vice on the debt and dividends on
the stock. (Citation omitted). By that standard the
return to the equity owner should be commensurate with
returns on investments in othex' entexpises having
corresponding r, isks. That return, moreover, should be
sufficient to assuxe confidence in the financial
i.ntegrity of the enterprise, so as to maintain its
cxedit and to attact capital.

320 U. S. at 602-603.

The vitality of these decisions ha. s not been eroded, as

indicated by the language of the more recent decision of the

Supreme Court in IN RE: Permian Basin Area Rate Cases, 390 U. S.

747 (1968) . This Commission has consistently operated within the

guidelines set forth in the Hope decision.

The cost of common equity is an estimate and necessarily

involves judgment in its determination. (Tr. , Vol. 1, Vande

Weide, at 97 ' ) In most cases, and this case is no exception, the

cost of common equity is the most controversial aspect of the

cost of capital. The estimates of the appropriate cost of common

equity to be applied in thi. s case range from 12.25X, the bottom

end of the broad range provided by Staff witness Rhyne to 13.5%

the estimate of Dr. Vander Weide, the Company's witness. The
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that there be enough revenue not only for operating ex-
penses but also for the capital costs of the business.
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sufficient to assure confidence in the financial
integrity of the enterprise, so as to maintain its
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320 U.S° at 602-603.

The vitality of these decisions has not been eroded, as

indicated by the language of the more recent decision of the

Supreme Court in IN RE: Permian Basin Area Rate Cases, 390 U.S.

747 (1968). This Commission has consistently operated within the

guidelines set forth in the Ho_e decision.

The cost of common equity is an estimate and necessarily

involves judgment in its determination. (Tr., Vol. i, Vande

Weide, at 97.) In most cases, and this case is no exception, the

cost of common equity is the most controversial aspect of the

cost of capital. The estimates of the appropriate cost of common

equity to be applied in this case range from 12.25%, the bottom

end of the broad range provided by Staff witness Rhyne to 13.5%

the estimate of Dr. Vander Weide, the Company's witness. The
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cost of equity of 12.75X approximates the midpoint of Dr. Rhyne's

broad range of estimates and is at the lower end of his best

point estimate. It is the point estimate recommended by Dr.

Legler. (Tr. , Vol. 20, Rhyne, at 97. )

The legal criteria for determining the overall cost of

capital and by implication the important component of common

equity, are stated in the Hope and Bluefield decisions. All of

the cost of capital witnesses adopted the mandates of these

decisions as the criteria for judging the reasonableness of their

recommended return and their recommendations must be judged in

the context of these legal criteria. (Tr. , Vol. 1, Vander Weide,

at 98. ) Although differences in emphasis on specific methodology

were present in the testimonies, the witnesses recognized and

reli. ed on several methodologies to arri. ve at their ultimate

recommendations on the cost of common equity. Indeed, several

financial models were used by the witnesses. Important

differences among the models as applied as well as the

assumptions adopted by the witnesses must be evaluated since

these differences are at the heart of the spread in their

recommendations.

In reality, the spread in the cost of equity estimates of

the three cost of capital witnesses i.n this case is relatively

small. The spread between the 12.75X recommendation of Drs.

Rhyne and Legler and the 13.5X of Company witness Vander Meide is

only 75 basis points. Much of the variation in the estimates
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based on the discounted cash flow method may be attributed tn the

treatment of issuance costs on new stock issues. Iiuch of the

discussion of the cost of equity in this section will focus on

considerations of the issuance expense issue.

The Company's cost of capital witness, Dr. Vander Weide,

employed two basic techni. ques for estimating the cost of equity:

(1) the discounted cash flow model, and (2) the risk premium

method. (Tr. , Vol. 1, Vandex Meide, at 63. ) Staff witness Rhyne

x. elied on the discounted cash flow (DCF) approach and the Capital

Asset Pricing Yiodel. (Tr. , Vol. 20, Rhyne, at 54-55. ) Dr.

Legler, the Department of Consumer Affairs witness, placed

primary reliance on the discounted cash flow (DCF) appxoach,

supporting his recommendation with a risk premium analysis and a

review of earned returns of compaxable electrics. (Tx. , Vol. 14,

Legler, at 86. ) All three of the cost of capital witnesses

applied the discounted cash flow method to company specific data

for Carolina Power & Light and selected groups of other electric

uti. lities.
The discounted cash flow results derived by Dr. Vander Weide

for CP&L and a group of comparable companies in his prefiled

testimony was 12.40 percent and 13.40 pexcent, respectively. At

the time of the hearings, Dr. Vander Meide updated his DCF

results producing a cost of common equity capital of 12.3 pexcent

for CP&L and 13 ' 30 percent for the group of companies. These

estimates i.ncluded adjustments for the issuance cost of common
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equity. Dr. Rhyne recommended a cost of common equity between

12.75 percent and 13.00 percent and Dr. I.egler recommended a best

point estimate of 12. 75X based on their DCF studies and

supporting methodologies. The recommendations of Drs. Rhyne and

Legler did not include adjustment for issuance costs.

Dr. Vander Weide's version of the DCF model explicitly

provides for an issuance cost adjustment. This is accomplished

by adjusting the pri. ce variable in the DCF model. Dr. Vander

Weide used a 5%%d adjustment factor whi. ch includes 3X for issuance

costs and 2X for market pressure. But as discussed in Dr.

Legler's testimony the market pressure component is transitorv

and not necessarily positive. Dr. Rhyne did not include a market

pressure component within his methodology for deriving an

issuance cost adjustments

Dr. Vander Weide's approach to the issuance cost adjustment

basically amounts to providing an equity return on the Company's

accumulated issuance expense during roughly the last forty years.

(Tr. , Vol. 2, Vande Weide, at 25-30. ) Essentially, this treats

the accumulated issuance costs as a perpetual equity investment. .

Thus, Dr. Vander Weide is of the opinion that whether or not. the

Company intends to issue common stock in the future is

irrelevant. The Commission believes that Dr. Vander Weide's

approach is inappropriate for several reasons.
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First, Dr. Vander Wei. de's approach assumes that the

Commission has never provided any recovery for issuance costs.
There is no documentation to support this claim.

Second, Dr. Vander Weide's approach assumes that market

pressure was present on all past issues. As shown in Dr.

Legler's Schedule 15 (Hearing Exhibit 11.9), such is not the case.

Therefore, it is the opinion of this Commission that Dr. Vander

Weide's adjustment for market pressure is unsupportable and

inappropriat, e.
Dr. Rhyne (TR. , Vol. 20, Rhyne at 68) set forth the basis

for his approach for considering issuance costs within his

testimony. Dr. Rhyne stated:

"This approach is applied where one is seeking to
allow a utility to recover reasonable issuance
expenses related to a specific issuance of common
stock. Under this approach, if a utility has recently
issued common stock or. has plans to issue addi. tional
common stock during t' he time period in which the
rates resulting from the case are expected to be in
effect, an adjustment would be appropriate to
recover issuance expenses. "

The Company has no plans to issue common equity in the near

future (TR. , Vol. 20, Rhyne at 69). Therefore, an issuance cost

adjustment in this case would be inappropriate.

The Company's witness, Dr. Vander Weide, also relied on a

risk premium approach. Essentially, he estimated a long term

historical risk premium as the spread in returns between common

stocks as represented by the SRP 500 stock index and Yioody's

single A-rated utility bond portfoli. o. He found this spread to
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allow a utility to recover reasonable issuance
expenses related to a specific issuance of common
stock. Under this approach, if a utility has recently
issued common stock or has plans to issue additional
common stock during the time period in which the
rates resulting from the case are expected to be in
effect, an adjustment would be appropriate to
recover issuance expenses.

The Company has no plans to issue common equity in the near

future (TR., Vol. 20, Rhyne at 69). Therefore, an issuance cost
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DOCKET NO. 88-11-E — ORDER NO. 88-864
AUGUST 29, 1988
PAGE 57

be 5.92K. He repeated the study using the SRP 40 Utilities and

found an average spread of 4. 66%%u.

It is this Commission's position that risk premiums do

change over time in response to institutional and other factors.

Dr. Vander Meide's own testimony (Tr. , Vol. 1, Vande Meide, at

79-80) indicates this. It is thi. s Commission's position that

there is no support for the propo. ition that risk premiums

measured over the longest time period possi. ble axe to be

preferred to any other time period. Risk premiums appear to be

inversely related to the level of interest rates. (Tr , Vol. 1,

Vander Meide, at 83. ) Implici. tly, this suggests that the cost of

equity is more stable than interest rates. The Commission

believes that Dr. Vander Meide's estimate of the cost of equi, ty

does not adequately account for this factor and overstates the

expected risk premium.

Based on his own studies and those of others he cites, Dr.

Vander Meide concluded that the risk premium was 4 to 5

percentage points which he added to the long term interest rate

on single A-rated utility bonds. At the time he prepared his

testimony this rate was llX. Accordingly, Dr. Vander Meide's

risk px'emium analysis resulted in an estimated cost of equity in

a range of 152 to 16Z. At the time of the hearing, Dr. Vander

Meide's risk premium results were in the range of 14 percent to

15 percent. The Commission feels that the risk premium employed
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in the study by Dr. Vander Weide leads to results which overstate

the cost of common equi. ty.

In summary, this Commission believes that adoption of a

recommended return on common equity of 12.75% would enable CP6L

to maintain its financial integrity, attract capital required on

r. easonable terms, .fairly balance consumer a. nd i.nvestor interests,

and provide a return comparable to that available to companies of

comparable risk. Therefore, it is this Commission's position

that 12. !5% conforms to the mandates of Hope and Bluefield. With

respect to CP&L's requeste. d return on common equity of 13.5%, it
is this Commission's position that it is excessive and is

una. cceptable for reasons set forth herein. There is not a large

disparity in the cost of common equity estimates resulting from

the discounted cash flow method, a method supported by all three

cost of capital witnesses as an appropriate method for estimating

the cost of common equity. The Commission believes the

risk-premium approach as applied by Dr. Vander Weide overstates

the cost of common equity. It is the Commission's position that

the assumptions adopted by Dr. Rhyne in the application of his

methods are reasonable. The Commission finds that Dr. Rhyne's

conclusions are supported by the studies of Dr. I,egler.

Accordingly, this Commission adopts the cost of common equity

recommended by Drs. Rhyne and I.egler, i.e. 12.75%.
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 10

The evidence for this finding concerning the appropxiate

level of Working Capital car, be found in the testimony and

exhibits of Company witnesses Nevil and Bradshaw, Commission

Staff witness Price, and Consumer Advocate witness Miller.

The Commission Staff's elements of woxking capital allowance

and materials and supplies are presented in the table below:

($000s)

Materials and Supplies 16, 990

Working Capital Allowance
Base Working Capi. tal Allowance
Add: Ninimum Bank Balances

Prepayments
I, ess: Average Tax Accruals

Operating Reserves
Accounts Payable Included in Plant
Nuclear Nutual Limited Reserve
Unclaimed Funds
Customer Advances for Construction

Total Working Capital Allowance

1. 7, 741
383

5, 983
(6, 811)

(503)
(2, 023)
(1,265)

(1].2)
(224)

13, 169

Total Materials and Supplies and
Working Capital Allowance 30, 159

The first area of disagreement related to proper level of

coal inventory. CP&L witness Nevil recommended that coal

inventory be established at an 80-day supply level. Commission

Staff witness Price used the maximum draw-down method to

calculate an appropriate level of coal inventory. Consumer

Advocate witness Yiiller testified that he di. sagreed with the

Company's calculation of the 80-day supply because it is too

speculative when consideration is given to the changes in the
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coal inventory. CP&L witness Nevil recommended that coal

inventory be established at an 80-day supply level. Commission
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calculate an appropriate level of coal inventory. Consumer
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Company's calculation of the 80-day supply because it is too

speculative when consideration is given to the changes in the
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Company's operations such as Harris coming on line, . the NCENPA

buyback, purchased power, and cogeneration. He also stated that

the Company was not maintaining an 80-day inventory and should

not be allowed to earn a return on a level of rate base which

reflects an 80-day inventory. (TR. Vol. 14 at 151-54)

The Commission notes that the inclusi. on of Harris as a

generating unit has reduced the average daily coal burn for the

Company. This is indicated in the Company's workpapers which

show the test year average daily burn being reduced by

approximately 2, 300 tons per day by 'nnualizing Harris

generation. The Company and Commission Staff both used the same

burn of 22, 1. 57 tons per day in arriving at their respective

inventory levels.

The Commission Staff's recommended ma. , imum draw--down method

yields a 77. 2-day inventory level compared to the Company's

proposal of an 80-day supply' It is important that the Company

maintain an adequate inventory level to ensure system

reliability. The difference in the Company's and the Staff's

recommendati. on is less than three days' supply of coal.

The Commission concl, udes that the Staff's proposal which was

accepted in the last CPSI. rate case and other prior rate cases

should be approved.

The next area of disagreement relates to two Commission

Staff adjustments to the calculation of the working capital

allowance.
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First, the Commission Staff proposed an adjustment which

would reduce Working Capital Allowance by approximately $224„000

to reflect the availability to the Company of Unclaimed Funds.

The Company did not contest this Staff adjustment, and the

Commission therefore adopts the Staff adjustment.

Second, the Company and the Commission Staff di. sagreed about

whether worki. ng capital treatment should be permitted for the

Robinson Dry Storage demonstration program. In its filing, the

Company included, as a component of working capital, $144, 000 for.

the expenses it has incurred for this program. The purpose of

this program is to make dry storage of spent fuel in concrete

silos a licensable option and prove that the concept is a

low-cost, safe, and environmentally sound storage alternative.

The Commission Staff eliminated this item as a component of

working capital. The Commission adopt, . the Staff's adjustment.

The Company calculated a cash allowance using the one-eighth

formula consistent with the Commission's directive and with

Commission findings in prior cases. Commission Staff witness

Price also supported the continued use of the one-eighth formula.

Consumer Advocate witness liiller recommended the use of a

lead/lag study modifi. ed to exclude non-cash items. After

consi. deration of the evidence, the Commission is of the opinion

that the one-eighth formula continues to be the appropriate

method for calculating the allowance for cash working capital.
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The next issue involves the appropri. ate level of customer

deposits to use in the cost of service. The Company deducted

Customer Deposits from rate base usi. ng the per book balance at

the end of the test year consistent with the Commission treatment

in prior rate orders.

Commission Staff witness Price also deducted Custamer

Deposits from rate base using the per book balance at the end of

the test year.

Consumer Advocate witness Miller recommended, in conjunction

with his position regarding the Company's revised deposit plan,

that the rate base deduction for customer deposits be based on a

13-month average for the period September 1. 986 through September

198?. He stated that by using a 13-month average, the full

impact of the Company's revised policy will not be borne by the

customers. His adjustment further reduces rate base by $138,351.

(TR. Vol. 1. 4 at 178-79)

The Commission„ after considering all evidence on this

issue, finds that the end-of-period balance, as reflected on the

Company's books, is the most appropriate method to use in this

case and therefore accepts the Company's and Staff's proposed

amount.

The following table provides the appropriate values accepted

by tbe Commission for the working capital allowance and materials

and supplies:
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Item
Amount
($000s)

Material & Supplies
Working Capital Allowance

16,990
13, 169

Total 30, 159

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

The evi. dence supporting these findings concerning the proper

value for rate base is found in the testimony of Company witness

Bradshaw, Staff witnesses Pri. ce and Watts, and Consumer Advocate

witness Miller, as well as from Finding of Fact No. 7.

The differences between the Company and the Commission Staff

concerning rate base items are presented in on the following

table:

I 'tern
Company
($000s)

Commission
Staff

($000s)
Differences

($000s)

Plant in Service
Depreciation Reserve
Net Nuclear Fuel
Plant Held for Future Use
Accumulated Deferred

Income Taxes
Materials & Supplies
Cash Working Capital

Total Rate Base

1, 119,226
(208, 890)

28, 758
2, 562

(107,070)
17,398
12, 622

864, 606

1,086, 241
(205, 741)

28, 758
2, 562

(106,580)
16,990
12, 254

834, 484

(32, 985)
3, 149

0
0

490
(408)
(368)

(30, 122)

The first issue relates to an adjustment made by Commission

Staff witness Price. Witness Price made an adjustment to reduce

Plant in Servi. ce by $5, 493, 777 to eliminate the Robinson Waste

Solidification System from plant in service. This project had
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Item

Material & Supplies
Working Capital Allowance

Total

Amount
($000s)

16,990

13,169

30,159

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. ii

The evidence supporting these findings concerning the proper

value for rate base is found in the testimony of Company witness

Bradshaw, Staff witnesses Price and Watts, and Consumer Advocate

witness Miller, as well as from Finding of Fact No. 7.

The differences between the Company and the Commission Staff

concerning rate base items are presented in on the following

table:

Commission

Company Staff Differences

Item ($000s) ($000s) ($000s)

Plant in Service

Depreciation Reserve
Net Nuclear Fuel

Plant Held for Future Use

Accumulated Deferred

Income Taxes

Materials & Supplies

Cash Working Capital

Total Rate Base

1,119,226 1,086,241 (32,985)

(208,890) (205,741) 3,149

28,758 28,758 0

2,562 2,562 0

(107,070) (106,580) 490

17,398 16,990 (408)

12,622 12,254 (368)

864,606 834,484 (30,122)

The first issue relates to an adjustment made by Commission

Staff witness Price. Witness Price made an adjustment to reduce

Plant in Service by $5,493,777 to eliminate the Robinson Waste

Solidification System from plant in service. This project had
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not been completed but was included in per books plant in

service. The Company did not. object to this adjustment of the

Staff. Therefore, the Commission accepts the Commission Staff's
adjustment.

Another area of disagreement relates to an adjustment the

Company made to include non-revenue producing plant in Plant in

Service. ln its filing, the Company made an adjustment to

increase Plant in Service for non-revenue producing plant

projects that were anticipated to be completed by June 1. 988.

This adIustment increased Plant in Service by $15, 095, 767.

Commission Staff witness Watts agreed with the adjustment but

recommended that only those projects which were actually closed

at 31arch 31, 1988 be included in Plant in Service. The Staff

therefore recommended an adjustment to increase plant in service

by only $8, 674, 925. (TR. Vol. 19 at 219)

Consumer Advocate witness Hiller testified that the

Company's adjustment reflects a projected amount that is not

known and will not be known by the close of the hearings in this

proceeding. He further stated that this adjustment actually

constitutes an inclusion of construction work in progress and, as

such, there should be some consi. deration of an AFUDC offset.

(TR. Vol. 14 at 171-72}.

Based on the evidence presented in this case, the Commission

finds that the Commission Staff's adjustment is the proper amount

to include in this proceeding.
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not been completed but was included in per books plant in

service. The Company did not object to this adjustment of the

Staff. Therefore, the Commission accepts the Commission Staff's

adjustment.

Another area of disagreement relates to an adjustment the

Company made to include non-revenue producing plant in Plant in

Service. In its filing, the Company made an adjustment to

increase Plant in Service for non-revenue producing plant

projects that were anticipated to be completed by June 1988.

This adjustment increased Plant in Service by $15,095,767.

Commission Staff witness Watts agreed with the adjustment but

recommended that only those projects which were actually closed

at March 31, 1988 be included in Plant in Service. The Staff

therefore recommended an adjustment to increase plant in service

by only $8,674,925. (TR. Vol. 19 at 219)

Consumer Advocate witness Miller testified that the

Company's adjustment reflects a projected amount that is not

known and will not be known by the close of the hearings in this

proceeding. He further stated that this adjustment actually

constitutes an inclusion of construction work in progress and, as

such, there should be some consideration of an AFUDC offset.

(TR. Vol. 14 at 171-72).

Based on the evidence presented in this case, the Commission

finds that the Commission StaffVs adjustment is the proper amount

to include in this proceeding.
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Another area of disagreement between the Company and the

Commission Staff relates to AFUDC on Harris non-project land that

was included in Plant In Service as a cost of the Harris Plant.

At the time land was purchased for. the Harris Plant, the actual

purchase price and associated overheads were recorded in

Construction Work In Progress, using one expenditure requisiti. on.

As a result of the sale of a portion of Harris to the NCENPA, the

Company divided the Harris land into two expenditure requisitions

so the land not directly associ. ated with the Harris Project would

be severed from the project. All AFUDC and associated overhead

costs remained as a cost of the required Harris pxoject land;

therefore, the Company is reflecting AFUDC on the Harris

non-project. land in plant in service.

Commission Staff witne. .s Watts made an adjustment to reduce

plant in service by $1,032, 128 to eliminate AFUDC and the

associated overhead costs on the Harris non-project land included

in Plant In Service.

The Company did not contest this adjustment; therefore, the

Commission accepts the Staff's recommendation.

The final difference between the Company and the Commission

Staff concerning Plant In Service relates to Staff witness Watts'

adjustment of $20, 038, 179 to reflect the amortization of that

portion of the Harris Plant that the Staff proposed be txeated as

abandoned plant. In light of the treatment adopted supra to the

Harris Plant costs, the Staff's proposal here must be denied.
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Staff concerning Plant In Service relates to Staff witness Watts

adjustment of $20,038,179 to reflect the amortization of that

portion of the Harris Plant that the Staff proposed be treated as

abandoned plant. In light of the treatment adopted supra to the

Harris Plant costs, the Staff's proposal here must be denied.
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The Commi. ssion will remove from plant in service $440, 000, 000 for

the entire Harris project or $52, 556, 000 on a South Carolina

Retail Basis for the reasons set forth in Finding of Fact No. 7.

Consumer Advocate witness Miller recommended that the

remaining portion of the Harris Plant, not yet included in rates,
be phased in over a period not to exceed ten years, to mitigate

rate shock. He testified that each year's increase should be

limited to 5 percent. (TR. Vol. 14 at 138-40)

All of the differences between the Company and the Staff

concerning the depreciation reserve were discussed in Finding of

Fact No. 8 under the discussion of depreciation expense and

therefore no fur. ther discussion i. s required here.

The difference between the Company and the Staff concerning

the accumulated deferred income taxes (ADIT) relates to the

Staff's adjustment for Harris Unit No. 1 abandonment and Staff's

exception to the Nuclear Production Depreciation Rates. As

discussed in Finding of Fact No. 7, the Commission has removed a

portion of Harri. s Uni. t No. 1 from rate base and has accepted

Staff's Nuclear Production Depreciation Rate; therefore, Staff's

corresponding adjustment to ADIT is also accepted and a like

adjustment will be made to reflect the Commission's treatment of

the Harr"s Plant expenditures in Finding of Fact No. 7.

The differences between the Company and the Commission Staff

relating to Materials and Supplies and Cash Working Capital were

discussed in Finding of Fact No. 11.
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The Commission will remove from plant in service $440,000,000 for

the entire Harris project or $52,556,000 on a South Carolina

Retail Basis for the reasons set forth in Finding of Fact No. 7.

Consumer Advocate witness Miller recommended that the

remaining portion of the Harris Plant, not yet included in rates,

be phased in over a period not to exceed ten years, to mitigate

rate shock. He testified that each year's increase should be

limited to 5 percent. (TR. Vol. 14 at 138-40)

All of the differences between the Company and the Staff

concerning the depreciation reserve were discussed in Finding of

Fact No. 8 under the discussion of depreciation expense and

therefore no further discussion is required here.

The difference between the Company and the Staff concerning

the accumulated deferred income taxes (ADIT) relates to the

Staff's adjustment for Harris Unit No. 1 abandonment and Staff's

exception to the Nuclear Production Depreciation Rates. As

discussed in Finding of Fact No. 7, the Commission has removed a

portion of Harris Unit No. I from rate base and has accepted

Staff's Nuclear Production Depreciation Rate; therefore, StaffVs

corresponding adjustment to ADIT is also accepted and a like

adjustment will be made to reflect the Commission's treatment of

the Harris Plant expenditures in Finding of Fact No. 7.

The differences between the Company and the Commission Staff

relating to Materials and Supplies and Cash Working Capital were

discussed in Finding of Fact No. II.
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Based upon the foregoing discussion, the following table

provides the appropriate jurisdictional amounts for each rate

base item as approved by the Commission:

Item ((OOOO)

Plant In Service
Depreci, ation Reserve
Net Nuclear Fuel
Plant Held for Future Use
Accumulated Deferred Income Taxes
Materials & Supplies
Working Capital Allowance
Customer Deposits

1,053, 723
(204, 888)

28, 758
2, 562

(105„376)
16,990
13, 169

(915)

Total Rate Base 804, 023

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

The Commission has previously discussed its findings of fact

and conclusions regarding the fair rate of return which CPKL

should be afforded an opportun. ity to earn.

The record in this proceeding demonstrates that the

wholesale operations of the Company at the present time generate

a lower ra. te of return than the overall rate of return for the

various classes of jursidi. ctional retail customers. The

Commission herein repeats its interest in the Company's efforts

to correct this situation, including the institution of

ratemaking proceedings before the FERC. As the Commission has

stated on several occasions in recent ratemaking proceedings

involving it princi. pal jurisdictiona. l electr. ic ut. ilities, rates

cannot, and will not, be approved which have the effect of
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Total Rate Base
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(204,888)

28,758
2,562
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16,990
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(915)

804,023

EVIDENCE AND CONCLUSIONSFOR FINDING OF FACT NO. 12

The Commission has previously discussed its findings of fact

and conclusions regarding the fair rate of return which CP&L

should be afforded an opportunity to earn.

The record in this proceeding demonstrates that the

wholesale operations of the Company at the present time generate

a lower rate of return than the overall rate of return for the

various classes of jursidictional retail customers. The

Commission herein repeats its interest in the Company's efforts

to correct this situation, including the institution of

ratemaking proceedings before the FERC. As the Commission has

stated on several occasions in recent ratemaking proceedings

involving its principal jurisdictional electric utilities, rates

cannot, and will not, be approved which have the effect of
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subsidizing non-jurisdictional operations through earnings

derived from utility operations within the Commission's

jurisdiction. It is the overall rate of return of the entire

Company that a potential investor analyzes. To the extent that

the Company fails to earn a proper return on its non-jurisdic-

tional service, there is a direct, adverse impact on the retail

customer. The Commission will expect the Company to continue to

take all reasonable steps to correct this situation.

The following schedules summarize the gross revenues and the

rates of return whi. ch the Company should have a reasonable

opportunity to achieve based upon the determinations made herein.

Such schedules, illustrating the Company's gross revenue

requirements, incorporate the fi.ndings of fact and the

conclusions made herein by the Commission. The approved increase

shall be applied in like proportions to the proposed increase as

per Staff recommendation.
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SCHEDULE I
CAROLINA POWER 6 LIGHT COMPANY

DOCKET NO. 88-11-E
STATFMENT OF OPERATING INCOME

TWELVE MONTHS ENDED SEPTEMBER 30, 1987
(000'S OMITTED)

Before
Increase

Approved After
Increase Increase

Operating Revenues 322, 664 24, 980 347, 644

Operating Expenses

Operating & Maintenance Expenses
Depreciation Expense
Taxes Other Than Income
State Income Taxes
Federal Income Taxes
Deferred Income Taxes
Deferred Investment Taz Credit
Interest on Customer Deposits

177, 254
36, 048
10,984
3, 291

10,530
9, 259
2, 100

109

75
1. , 370
8, 002

177, 254
36, 048
11,059
4, 661

18, 532
9, 259
20100

109

Total Operating Expenses 249, 575 9, 447 259, 022

Ne t Operating Income
Add: Customer Growth
Deduct: Harris Deferral

To ts. l Income f or Return

73, 089
623

5 125

68, 587

15,533
132

15,665

88, 622
755

5=. 125

84, 252
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SCHEDULEI
CAROLINA POWER& LIGHT COMPANY

DOCKETNO. 88-II-E
STATEMENTOF OPERATINGINCOME

TWELVEMONTHSENDED SEPTEMBER30, 1987
(000'S OMITTED)

Operating Revenues

Operating Expenses:

Operating & Maintenance Expenses
Depreciation Expense
Taxes Other Than Income
State Income Taxes
Federal Income Taxes
Deferred Income Taxes
Deferred Investment Tax Credit
Interest on Customer Deposits

Total Operating Expenses

Net Operating Income
Add: Customer Growth
Deduct: Harris Deferral

Total Income for Return

Before Approved After
Increase Increase Increase

322,664 24,980 347,644

177,254
36,048
10,984
3,291

10,530
9,259
2,100

109

249,575

73,089
623

5,125

68,587

75
1,370
8,002

9,447

15,533
132

15,665

177,254
36,048
11,059

4,661
18,532
9,259
2,100

109

259,022

88,622
755

5,125

84,252
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SCHEDULE II
CAPOLINA POWER 6 LIGHT COMPANY

SOUTH CAROLINA RETAIL OPERATIONS
DOCKET NO. 88-11-E

STATEMENT OF RATE BASE AND RATE OF RETURN
TWELVE MONTHS ENDED SEPTEMBER 30, 1987

(000'S OMITTED)

Item Amoun t

Investment in Electric Plant

Electric Plant In Service
Net Nuclear Fuel
Accumulated Depreciation
Accumulated Deferred Income Taxes
Plant Held for Future Use

1,053, 723
28, 758

(204, 888)
(105,376)

2, 562

Net Investment in Electric Plant 774, 779

Allowance for Working Capita3.

Investor Funds Advanced for Operations
Materials and Supplies
Other Rate Base Additions and Reductions

Total

13, 169
16,990

(915)

29, 244

Original Cost Rate Base
Rate of Return

804, 023

Present 8.53K

Approved 10.48X
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SCHEDULEII
CAROLINA POWER& LIGHT COMPANY

SOUTHCAROLINA RETAIL OPERATIONS
DOCKETNO. 88-II-E

STATEMENTOF RATE BASE AND RATE OF RETURN
TWELVEMONTHSENDED SEPTEMBER30, 1987

(000'S OMITTED)

Item

Investment in Electric Plant

Electric Plant In Service
Net Nuclear Fuel
Accumulated Depreciation
Accumulated Deferred Income Taxes
Plant Held for Future Use

Net Investment in Electric Plant

Amount

1,053,723
28,758

(204,888)
(105,376)

2,562

774,779

Allowance for Working Capita !

Investor Funds Advanced for Operations

Materials and Supplies

Other Rate Base Additions and Reductions

Total

13,169

16,990

(915)

29,244

Original Cost Rate Base

Rate of Return

Present

Approved

804,023

8.53%

10.48%
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SCHEDULE III
CAROLINA POWER 6 LIGHT COMPANY

SOUTH CAROLINA RETAIL OPEPATIONS
DOCKET NO. 88-11-E

STATEMENT OF CAPITALIZATION AND RELATED COSTS
TWELVE MONTHS ENDED SEPTEMBER 30, 1987

(000'S OMITTED)

Item

Capital-
ization
Ratio (%%u)

Original
Cost

Rate Base ($)

Emedd ed
Cost

(%%u)

Net
Operating
Income ($)

Present Rates — Original Cost Rate Base

Long-Term Deb t
Preferred Stock
Common Equity

Total

47. 82
7. 46

44. 72

100.00

384, 522
59, 954

359, 547

804, 023

8.62
8. 75
8.40

33, 146
5, 246

30, 195

68, 587

Approved Rates — Original Cost Rate Base

Long-Term Debt
Preferred Stock
Common Equity

47 F 82
7. 46

44. 72

100 F 00

384, 522
59, 954

359, 547

804, 023

8. 62
8. 75

1. 2. 75

33, 146
5, 246

45, 860

84, 252
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SCHEDULEIII
CAROLINA POWER& LIGHT COMPANY

SOUTH CAROLINA RETAIL OPERATIONS
DOCKETNO. 88-11-E

STATEMENTOF CAPITALIZATION AND RELATED COSTS
TWELVEMONTHSENDEDSEPTEMBER30, 1987

(000'S OMITTED)

Item

Long-Term Debt
Preferred Stock
CommonEquity

Capital- Original Emedded Net
ization Cost Cost Operating
Ratio (%) Rate Base ($) (%) Income ($)

Present Rates - Ori$inal Cost Rate Base

47.82 384,522 8.62 33,146
7.46 59,954 8.75 5,246

44.72 359,547 8.40 30,195

Total i00.00 804,023 68,587

Long-Term Debt
Preferred Stock
CommonEquity

Approved Rates - Original Cost Rate Base

47.82 384,522 8.62 33,146
7°46 59,954 8.75 5,246

44.72 359,547 1.2.75 45,860

Total i00.00 804,023 84,252
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 13

Evidence for this finding concerning rate design, rate

schedules, and service regulations is found in the testimony and

exhibits of Company witnesses Edge and Spann, Commission Staff

witness Watts, South Carolina Department of Consumer Affairs

witness Ileo, South Carolina Energy Users Committee witness

Phillips, and Nucor witness Goins. Proposals of the parties in

this proceeding are described below.

General Rate Desigr. and Allocation of Revenues

CP&L witness Edge testified that the Company's rate design

object'ive is to move toward uniform rates of return for all

customer classes. Since class rates of return are continually

changing as cost relationships and customer usage changes, the

Company strives to design rates that result in a rate of return

for each customer class that does not vary by more than 10

percent from the South Carolina retail rate of return. Based on

the rate design proposed by the Company in this proceeding, all

customer classes except the lighting class fall within this 10

percent range. To achieve the 10 percent objective, the Company

proposed a higher-than-average increase for the Small General

Service and Medium General Service rate schedules and a

lower-than-average increase for the Large General Service rate

schedule and the Residential and Lighting classes.

South Carolina Energy Users Committee witness Philli. ps

recommended approval of a rate design which reduced existing
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interclass variations from an equalized rate of return by

approximately 50 percent. He further recommended allocating all
increases relative to the Large General Service (LGS) rate

schedules to the demand component, adjusting energy charges only

for variations in fuel costs.

The Commission has reviewed the testimony involving the

appropriate rate design and allocation of revenues among the rate

classes. The Commission finds that the Company's approach

appropriate and therefore approved. This approach tends to

encourage stability, reduce rate shock, and over time will result

in more uni. form rates of return among the classes and the rate

schedules within those classes. The Commissi, on concurs with the

Company's proposal to minimize ircreases to the Lighting class

revenue in thi= proceeding and to maintain this course of action

unt. il such time as the Lighting class rate of return reaches the

overall retail rate of return.

Residential Class

The Company proposed a standard residential service schedule

and two time-of-use schedules for its residential class.
Miscellaneous charges applicable to the RES schedule include a

25-cent increase in the Basic Facilities Charge and an increase

in the charge for three-phase ervice for all residential

schedules to q9. 00.

The Commission concludes that the increase i.n the charge for

three phase service for all residential schedules is granted and
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Residential Class

The Company proposed a standard residential service schedule

and two time-of-use schedules for its residential class.

Miscellaneous charges applicable to the RES schedule include a

25-cent increase in the Basic Facilities Charge and an increase

in the charge for three-phase service for all residential

schedules to $9.00.

The Commission concludes that the increase in the charge for

three phase service for all residential schedules is granted and
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the increase in the basic facilitie. charge for the standard

residential rate is denied.

The Company proposed the continuation of the two time-of-use

rates for i. ts residential customers in addition to the standard

residential rate and standard residential rate with conservation

reduction. Miscellaneous changes applicable to the two

r. esidential time-of-use rates (R-TOUD and R-TOUE) as well as to

the standard residential rate included i.ncreasing the basic

facilities charge by $0. 25 and the three-phase service from $6. 25

to $9.00. The Company also proposed changes i.n the R-TOUD and

R-TOUE rate schedules to reflect the same percentage xevenue

increase as requested for the residential class. Additionally,

the Company recommends seasonal pricing differentials fox' the

R-TOUD schedule remain consistent with the pricing stxuctuxe

approved by this Commission in the prior general rate case.

CPKL witness Edge testified that the Company had implemented

numerous enhancements to encourage its customers to participate

in the TOU program. Those enhancements included a comparative

billing pxogram; intxoduction of the all-energy R-TOUE rate as

approved by thi. s Commission in CP&L's last rate case, Docket No.

87-7-E; more acceptable contract period provisions; inclusion of

holidays to the off-peak pexiod; inclusion on residential and SGS

customer bills of monthly and annual cumulative savings dexived

from their participation in a TOU rate; and a TOU computer.

program designed to predict the potential savings a residential
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numerous enhancements to encourage its customers to participate

in the TOU program. Those enhancements included a comparative

billing program; introduction of the all-energy R-TOUE rate as

approved by this Commission in CP&L's last rate case, Docket No.

87-7-E; more acceptable contract period provisions; inclusion of

holidays to the off-peak period; inclusion on residential and SGS

customer bills of monthly and annual cumulative savings derived

from their participation in a TOU rate; and a TOU computer

program designed to predict the potential savings a residential
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customer may realize by switching to a TOU rate. In January

1987, the Company had 386 customers on its R-TOUD rate. By

March, 1988, 1,425 customers were on the R-*TOUD and R-TOUE rates,

of which six were R-TOUE customers. Nr. Edge testified that

promotion of time-of-use rates was a way to encourage the

Company's customers to get full benefit from the use of their

electricity at a lower cost. Additionally, it helps hold down

the Company's future costs because they would not have to build

as much plant in order to serve the load. In regard to the

seasonal demand pricing differential contained in the R-TOUD rate

schedule, witness Edge testified that the summer peak is the

primary peak as far as customer usage, kW and kWh, was concerned.

Consequently, the Company should signal to its customers, through

rate designs, that the summer. peak is the pri. mary peak. This was

accomplished by the Company charging a higher on-peak demand

charge during the summer months than the remaining months in its

R-TOUD rate schedule. The seasonal differential contained in the

on-peak energy charges of the R-TOUE rate, as explained by

witness Edge, was determi. ned by rolling the demand charge and the

on-peak energy charge of the R-TOUD rate int. o one on-peak rate

for the R-TOUE schedule.

Consumer Advocate wi. tness Ileo testified that the proposed

increase in the R-TOUD and R-TOUE rates were signifi. cantly

higher than the proposed increases for the standard residential

energy rates. Prom this observation, he concluded that the
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proposed residential time-of-use rates did not appear to be

revenue neutral. (TR. Vol. 15 at 17) Ileo stated in his

prefiled testimony that the R-TOUD and R-TOUE customer charge was

a deterrent to ti.me-of-use rate promoti. on and recommended that it

not be increased and consideration should be given to reducing

the charges. (TR. Vol. 15 at 19) He also recommended no

seasonal differentiations be made in the demand charges for

R-TOUD and in the energy charges for R-TOUE stating that the

Company had not provided any seasonal costs differerces in its

filings. He further recommended the differential between the

on-peak and off-peak energy charges for the R-TOUE rate be

reduced. (TR. Vol. 15 at 22)

The Commission has reviewed the evidence and approves the

rate design for R-TOUD and R-TOUE rates as filed except that no

increase is granted for any basic facilities charge and demand

and energy charges should be reduced to match class revenue

allowed. The Commission finds these rates to be revenue neutral

as they are based on the same level of revenue as the residential

class. Recognizing that 94 percent of the R-TOUD customers will

continue to save money by participating in this rate, the

Commi. ssion approves the percentage rate increase required to meet

the a. pproved revenue increase. With the addition of more than

1,000 residential time-of-use customers in 15 months, the

Commission recognizes the Company's efforts in the promotion of

these rates. The Company is recommending seasonal pricing
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differentials for the R-TOUD schedule consistent with the pxicing

structure previously approved by this Commi. ssion; therefore, the

Commission approves the seasonal demand differential in the

R-TOUD rate schedule. The Commission also recognizes that the

R-TOUE seasonal on-peak differential is derived from the R-TOUD

on-peak energy charges as well as the seasonal demand chax'ges;

and since previously approving the R-TOUD seasonal differential,

the Commission likewise approves the R-TOUE seasonal on-peak

energy differential. The Commission finds the energy

differential for the R-TOUE rate to be appropriate and provides

the proper incentive for R-TOUE customers to shift theix usage

into the off-peak pexiods.

General Service Class

The Company proposed seven active and two .frozen schedules

for its General Service class of customers. The withdrawal of

frozen rate schedule RFS (Rural Farm Servi. ce) and the increase in

rates applicable to schedules CSG (Church and School Servi. ce) and

CSE (Church and School Service — All-Electric) by approximately

10 percent more than other schedules in order to gradually merge

these schedules with the SGS/NGS/SI schedules over time is

approved. As previ. ously described, the late payment charge for

general service customers and the Company's proposed changes to

its three-block demand rate structure and transformation

discounts for the LGS schedules axe approved as filed. Othex'

miscellaneous changes in the General Service class include an
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i.ncrease in the charge for three-phase service to $9.00 in the

SGS schedule; an increase in the basic faci. lities charge for the

SGS Time-Of-Use schedule to $21.00, an increase in the

kilowatt-hour charge in the Ninimum Billing Provision of SGS-TOU

to 2. 130 cents per kilowatt-hour; and a change in the Contract

Period provision in the SGS, SGS-TOU, and LGS schedules in this

class to specify that construction or t. emporary service will be

rendered in accordance with Plan E. The Company also proposed to

modify the SGS-TOU and SGS-TES schedules to increase the rates

and charges so that the schedules are revenue neutral when

compared to the combined revenue received from the Small General

Service, Medium General Service, and Seasonal or Intermittent

Service customers. These proposed changes are approved as filed

with the exceptions of 1. ) the proposed increase in the basic

facilities charge which is denied, 2) the Basic Facilities charge

for the new (NGS) will be set at q9. 10, the same as that for

(SGS), 3) the minimum billing provision of SGS-TOU shall be

reduced in like proportion to the proposed increase.

Mjtness Edge proposed the availability of three new rate

schedules i. n place of the existing Small General Service (SGS)

schedule: a new SGS schedule applicable to customers with

electri. cal requirements less than 30 kM, a Nedium General Service

(NGS) rate schedule applicable to customers with electrical

requi. rements from 30 kW to less than 1,000 kW, and a Seasonal or

Intermittent Service rate schedule (SI) which replaces the
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schedule: a new SGS schedule applicable to customers with
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(MGS) rate schedule applicable to customers with electrical

requirements from 30 kW to less than 1,000 kW, and a Seasonal or

Intermittent Service rate schedule (SI) which replaces the
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previous Seasonal or Intermittent Service Rider No. 5 for loads

of 30 kN or moxe. Witness Edge testified that the Company is

proposing this change to simplify administration of the rate

schedules, to enhance customer understanding of available

schedules, and to minimize the costs of metering.

Commission Staff witness Watts testified that the redesign

is acceptable and appxopriate but that the Company's proposed

xates wi. ll impose too drastic a change on some low load factor,

low-use customers. The Staff recommendations would include a

redesign of the NGS schedule which would produce the approved

revenue while reducing the Basic Facility Charge and the Demand

Charges for the first 30 kW to lessen the impact on low-load

factor, low-use customers.

South Carolina Energy Users Committee witness Philli. ps

testified that customers presently on SGS with electrical

requirements of 30 klieg or more should not be required to take

service under the YGS schedule but should be allowed to remain on

a frozen version of the present-type SGS schedule.

Witness Edge testified under cross-examination that it is

not appropxiate to allow customers in the load range from 30 kV

to 1,000 kW to remain on the SGS schedule when NGS is the

appropxiate rate schedule. To do so would result in revenue

erosion not provided for in this case, as it allows existing

customers to choose the most advantageous rate, and would also

cxeate another frozen rate schedule to be phased out in the
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customers to choose the most advantageous rate, and would also

create another frozen rate schedule to be phased out in the
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future. The Commission agrees with the Company and denies the

request of the SCEUC. Witness Edge strongly urged that the

proposed restructuring of these rates should be implemented for

all eligible customers; but if the restructuring as proposed by

the Company i.s not adopted by the Commission, then the presently

effective SGS rate design adjusted for the approved revenue

increase should remain in effect.
The Commi sion has reviewed the testimony involving the rate

designs of the new SGS/MGS/SI rate schedules and approves this

restructuring as proposed by the Company with Staff's proposed

recommendations i.n the belief that i. t will enhance customer

understanding of available schedules and result in a significant

reduction in future metering costs by greatly reducing the need

for demand meters for customers with usage below 30 kW ~

LGS Block Demand Charge and Transformation Discount

Witness Edge proposed continuation of the three-block demand

charges for Large General Service (LGS) customers as approved in

the last general rate case. The Company's proposal in this

proceeding included three demand billing blocks: first 5, 000 kW,

next 5, 000 kW, and over 10,000 kW. The Company's proposal also

includes an additional $.50 and $1.00 differential in the second

and third billing blocks, respectively, compared to the

previously approved block demand charges in order to more fully

reflect the differences in the costs to serve different load

levels ~
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Witness Edge also proposed the continuation of the service

voltage discount as it was approved in the last general rate

case, with a title change to "Transformation Discount, " and

language changes to clarify the description covering the discount

when the customer owns transformation that, the Company would

normally own. The Company proposed increasing the Transmission

Service Transformation Discounts from $0. 49/kW to $0. 55/kW and

$0. 0004/kWh to $0. 0005/kWh. The Company also proposed increasing

the Distribution Service Transformation Discount from $0. 60/kW to

f0. 75/kW, but maintaining the kWh discount at $0. 0001/kWh. The

pricing of both the demand block charges and the transformation

discounts were supported by the Company's cost-of-service study.

Nucor witness Goins testified that the Company's declining

block demand charge and transformation discounts, when combined,

understated the net service voltage credit for transmission and

small prima. ry di. stribution customers and overstated th. e net

service voltage credit for large primary distribution customers.

He also testi. fied that the energy charge voltage discount for

transmission and distribution customers was understated and that

it should not be linked to ownership of transformation

facilities.
Dr. Goins stated that the credit the customer receives

diverges from CP&L's cost because of CP6L's use of declining

block demand charges instead of separately stated demand charge

voltage service credits. He also disagreed with CPFL's
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calculation of its energy charge voltage discounts and with

CPKL's failure to reflect the total cost savings in the discount.

Dr. Goins also testified that the energy charge voltage discount

should not be dependent on ownership of transformation

facilities ~

Dr. Goins recommended that (1) the implicit credit in CP&L's

declining block demand charges be retained; (2) the

transformation discount for transmission customers be increased

to $0. 75 per kW; (3) the transformation di. scount for primary

distribution customers remain at $0. 75 per kW; and (4) the energy

charge discount be increased to &0. 0009 per kWh for transmission

customers and $0. 0007 per kWh for primary distribution customers.

CPSL witness Edge testified on cross —examination that (TR.

Vol. 5 at 38-39, 57; Vol. 6 at 63-64) CP6L had increased the

discounts in the LGS rate since the last rate case. He stated

that the increases were based on. the cost of service. He

testified that he thought the increase was su.fficient at this

point and that the discount was being phased in over a number of

rate cases. He stated that the additional discounts given to

some customers had to be made up for by other customers and

therefore he did not think it would be appropri. ate to shift more

cost at this time.

Having considered the evidence on this issue, the Commission

concludes that it is reasonable to gradually implement voltage

level discounts to avoid severe impacts on specific customers.
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The Commi. ssion believes that such di. scounts are cost-based and

that the changes in them proposed by the Company are appropriate

The Commission therefore approves the Company's proposed

declining demand blocks and transformation ownership discounts

incorporated in the LGS schedule.

The Commission has reviewed the evidence and concludes that

the three-block demand structure and transformation discounts

proposed by the Company for the LGS schedules are appropriate and

are therefore approved. However, no increase in the Basic

Facilities Charge is approved.

Lighting Class

The Company proposed five active schedules for i. ts Lighting

class of customers with an overall increase of 1.6 percent

because of the higher-than-average rate of return calculated for

this class under both the present and proposed rates. The only

proposed increase in the Area Lighting Service (ALS), Street

Lighting Service (SLS), and Street Lighting Service Residential

Subdivisions (SLR) schedules is an increase in the prices for

retrofit. sodium-vapor fixtures, whi. ch the Commission approves as

filed at the level commensurate with the approved revenue

increase. The Commission also a.pproves the discontinuation of

the 2, 500 lumen incandescent fixtures in the SLS Schedule. In

additi. on, the Commission approves the Company's proposals to

increase the Traffic Signa. l Service Schedule proportionally to

the approved revenue increase as well as, the minimum charge in
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the approved revenue increase as well as, the minimum charge in
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the Traffic Signal Service Schedule and the connect/disconnect

charge in the Sports Field Lighting Schedule.

Service Riders, Plans, and Service Regulations

The Company proposed to xestrict the availability of

Seasonal or Intermittent Service Rider No. 5 to existing Rider

No. 5 customers with electrical requirements of less than 30 kW

unti. l the next occurrence of their fixst facilities charge month

at which time they will be automatically transferred to the SGS

schedule. Existing customers with electrical requirements of 30

kW and above would be transferred automatically to the SI

schedule upon approval of the SI schedule. The Company proposed

an increase in the charges and credits in Rider No. 5 to reflect

the Company's cost of providing service under this Rider. The

Commission hereby approves the Company's proposed changes for

Rider No. 5.

The Company proposed to restxuctuxe Highly Fluctuating and

Intermittent Load Rider No. 9 to base the charge for serving such

loads on the kVa capacity which must be installed to maintain

proper voltage and to remove its availability for breaker or

fault-testing laboratories. The Company also proposed to

withdraw Standby and Supplementary Service Time-Of-Use Rider No.

61, under. which no customers are presently receiving service, and

supersede it with a new Back-Up and Supplementary Service Rider

No. 66. Concurxently the Company proposed to restrict the

availability of Standby and Supplementary Service Rider No. 7 to
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until the next occurrence of their first facilities charge month

at which time they will be automatically transferred to the SGS

schedule. Existing customers with electrical requirements of 30

kW and above would be transferred automatically to the SI

schedule upon approval of the SI schedule. The Company proposed

an increase in the charges and credits in Rider No. 5 to reflect

the Company's cost of providing service under this Rider. The

Commission hereby approves the Company's proposed changes for

Rider No. 5.

The Company proposed to restructure Highly Fluctuating and

Intermittent Load Rider No. 9 to base the charge for serving such

loads on the kVa capacity which must be installed to maintain

proper voltage and to remove its availability for breaker or

fault-testing laboratories. The Company also proposed to

withdraw Standby and Supplementary Service Time-Of-Use Rider No.

61, under which no customers are presently receiving service, and

supersede it with a new Back-Up and Supplementary Service Rider

No. 66. Concurrently the Company proposed to restrict the

availability of Standby and Supplementary Service Rider No. 7 to
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exclude new applications received on and after the date of the

Company's filing in this docket and increase the charges in Rider

No. 7 to better reflect the Company's cost incurred in providing

standby service. There being no opposition to these proposals,

the Commi. ssion adopts the Company's recommendations but times the

exclusion of new applications to the effective date of this

Order.

The Company proposed modifications to Cotton Ginning Rider

No. 42, whereby it would be used in conjunction with the new

Seasonal or Intermittent Service Schedule (SI). Ri. der No. 42

would be available for cotton ginning customers agreeing to

curtail operation of their equipment upon a 30 minute notice from

the Company. The monthly bill would be computed in accordance

with the new SI schedule, except that the seasonal facilities

charges would be waived to compensate the customer for curtailing

the customer's energy use at the Company's requests

The Company proposed continuation of Curtailable Load Rider

No. 58. This Rider provides for a credit to participating

General Service customers who agree to curtail their electrical

load to a specified " firm demand" level. The credi. t is paid to

the customer based on the difference between their billing demand

for the month and the contracted firm demand level. Provisions

in the Rider allow the customer to choose between 4-hour or

8-hour curtailable periods with 200-hour or 400-hour cumulative

12-month maximums, respectively. Curtailments may be based on
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exclude new applications received on and after the date of the

Company's filing in this docket and increase the charges in Rider

No. 7 to better reflect the Company's cost incurred in providing

standby service. There being no opposition to these proposals,

the Commission adopts the Company's recommendations but times the

exclusion of new applications to the effective date of this

Order.

The Company proposed modifications to Cotton Ginning Rider

No. 42, whereby it would be used in conjunction with the new

Seasonal or intermittent Service Schedule (SI). Rider No. 42

would be available for cotton ginning customers agreeing to

curtail operation of their equipment upon a 30 minute notice from

the Company. The monthly bill would be computed in accordance

with the new SI schedule, except that the seasonal facilities

charges would be waived to compensate the customer for curtailing

the customer's energy use at the Company's request.

The Company proposed continuation of Curtailable Load Rider

No. 58. This Rider provides for a credit to participating

General Service customers who agree to curtail their electrical

load to a specified J' firm demand" level. The credit is paid to

the customer based on the difference between their billing demand

for the month and the contracted firm demand level. Provisions

in the Rider allow the customer to choose between 4-hour or

8-hour curtailable periods with 200-hour or 400-hour cumulative

12-month maximums, respectively. Curtailments may be based on
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capacity or economy (energy cost) conditions. CP&L's proposed

curtailable credits ($3.50 per kM for 8-hours and $2. 50 per kW

for 4-hours) as stated by witness Edge (TR. Vol. 5 at 130) were

originally calculated in 1982 based on embedded combustion

turbine capacity. Nr. Edge further testified that based on

calculations using the incremental cost of a new combustion

turbine with a 5-year levelized carrying charge, which includes

the effects of inflation for 5 years, the resulting 8-hour

discount is $3. 10. CP&L, however, chose to leave the discount, at

the $3. 50 level, rather than lower it, to provide stability and a

consistent price signal to those customers currently receiving

service under Rider No. 58.

Nucor witness Goins stated in prefiled testimony that the

credits proposed by CP&L were too low. He further presented

exhibits and testimony which proposed credits of $7. 00 and $5.00

for the 8-hour and 4-hour cuxtailments, respectively. Dr. Goins

di. sagreed with CP&L's use of a 68 percent coincidence factor and

stated that the correct value to use should be 100 percent. Dr.

Goins also disagreed with CP&L's calculation of the fuel credit

for the 8-hour curtailment credit stating that it should be

calculated based upon the difference between combustion turbine

fuel cost and average fuel cost. Dr. Goins also disagreed with

CP&L's use of real rather than nominal carrying charges as

utilized in his exhibits. In addition, Nucor proposed a penalty

structure for failure of the customer to comply with a capacity
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capacity or economy (energy cost) conditions. CP&L's proposed

curtailable credits ($3.50 per kW for 8-hours and $2.50 per kW

for 4-hours) as stated by witness Edge (TR. Vol. 5 at 130) were

originally calculated in 1982 based on embedded combustion

turbine capacity. Mr. Edge further testified that based on

calculations using the incremental cost of a new combustion

turbine with a 5-year levelized carrying charge, which includes

the effects of inflation for 5 years, the resulting 8-hour

discount is $3.10. CP&L, however, chose to leave the discount at

the $3.50 level, rather than lower it, to provide stability and a

consistent price signal to those customers currently receiving

service under Rider No. 58.

Nucor witness Goins stated in prefiled testimony that the

credits proposed by CP&L were too low. He further presented

exhibits and testimony which proposed credits of $7.00 and $5.00

for the 8-hour and 4-hour curtailments, respectively. Dr. Goins

disagreed with CP&L'S use of a 68 percent coincidence factor and

stated that the correct value to use should be I00 percent. Dr.

Goins also disagreed with CP&L's calculation of the fuel credit

for the 8-hour curtailment credit stating that it should be

calculated based upon the difference between combustion turbine

fuel cost and average fuel cost. Dr. Goins also disagreed with

CP&L's use of real rather than nominal carrying charges as

utilized in his exhibits. In addition, Nucor proposed a penalty

structure for failure of the customer to comply with a capacity
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curtailment request. Additionally, Nucor proposed the

elimination of the Economy Curtailment provision in Rider No. 58.

Commission Staff witness Watts presented a curtailable load

credit of $3. 70 (8-hour) based on using an 85 percent coinci. dence

factor and a new combustion turbine. Nr. Watts further

recommended the elimi. nation of the 4-hour curtailable cr.'edit

because the 8-hour peri. od provides more value to the system and

should therefore be standardized.

The Commisssion, after considering all the evidence

presented on this issue, concludes that Nucor's proposal to

eliminate the Economy Curtailment portion of Rider No. 58 is

denied. In addition, the proposal by Nucor to adopt the penalty

structure as proposed by witness Goins is denied and the language

currently in Rider No. 58 will remain in effects The Commission

further adopts Staff witness Watts proposal to eliminate the

4-hour curtailable period from Ri, der No. 58. The Commission has

reviewed the Company's proposal to maintain the Curtailable

Credit of $3.50, Staff's proposal of $3.70 and Nucor's proposal

of $7, 00. In order to encourage the use of the Curtailable Load

Rider and to obtain the objectives of such Ri, der, the Commission

believes that the credit should be raised to a level somewhat

higher than that proposed by the Company and Staff. On the other

hand, the Commissi. on is also aware that if the credit is set at

too high a level, an adverse impact on the Company and its other

xatepayers will result. Therefore, in an effort to encourage the
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curtailment request. Additionally, Nucor proposed the

elimination of the Economy Curtailment provision in Rider No. 58.

Commission Staff witness Watts presented a curtailable load

credit of $3.70 (8-hour) based on using an 85 percent coincidence

factor and a new combustion turbine. Mr. Watts further

recommended the elimination of the 4-hour curtailable credit

because the 8-hour period provides more value to the system and

should therefore be standardized.

The Commisssion, after considering all the evidence

presented on this issue, concludes that Nucor's proposal to

eliminate the Economy Curtailment portion of Rider No. 58 is

denied. In addition, the proposal by Nucor to adopt the penalty

structure as proposed by witness Goins is denied and the language

currently in Rider No. 58 will remain in effect. The Commission

further adopts Staff witness Watts proposal to eliminate the

4-hour curtailable period from Rider No. 58. The Commission has

reviewed the Company's proposal to maintain the Curtailable

Credit of $3.50, Staff's proposal of $3.70 and Nucor's proposal

of $7.00. In order to encourage the use of the Curtailable Load

Rider and to obtain the objectives of such Rider, the Commission

believes that the credit should be raised to a level somewhat

higher than that proposed by the Company and Staff. On the other

hand, the Commission is also aware that if the credit is set at

too high a level, an adverse impact on the Company and its other

ratepayers will result. Therefore, in an effort to encourage the
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use of the Rider and also in an effort to ensure that an adverse

impact will not xesult, the Commi. ssion will set the Curtailable

Credit at $5.00. This level is subject to re —examination in

future cases to ensure the appropriateness thereof.

The Company proposed to modi. fy its Service Regulations to

incorporate load build-up and suspension of service provisions

previously addressed in Ri.der No. 5, increase the Service Charge

to ql3. 00, and increase the Reconnect Charge to 415.00 during

business hours and $30.00 during other than normal business

hours. These changes wexe proposed to more nearly recover the

costs of providing such service. Other proposals by the Company

included revisions to the charges and credits specified in Plan E

and removal of the Revenue Credit allowance for temporary service

customers under. Plan E. All changes in chaxges and provisions

included in the Company's proposed service riders, plans, and

Service Regulations and Plan E are approved as filed, except for

the proposed increases to the sexvi. ce chax'ge, and reconnect

chaxges, which are denied.

Based on its review of the Company's rate design, the

Commission concludes that the rate design, rate schedules, and

terms and conditions for service proposed by the Company should

be approved as modified herein. All other charges and options in

tari. ffs, service regulati. ons, and riders proposed by the Company

not addressed elsewhere and not opposed by any other party are

approved,
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use of the Rider and also in an effort to ensure that an adverse

impact will not result, the Commission will set the Curtailable

Credit at $5.00. This level is subject to re-examination in

future cases to ensure the appropriateness thereof.

The Company proposed to modify its Service Regulations to

incorporate load build-up and suspension of service provisions

previously addressed in Rider No. 5, increase the Service Charge

to $13.00, and increase the Reconnect Charge to $15.00 during

business hours and $30.00 during other than normal business

hours. These changes were proposed to more nearly recover the

costs of providing such service. Other proposals by the Company

included revisions to the charges and credits specified in Plan E

and removal of the Revenue Credit allowance for temporary service

customers under Plan E. All changes in charges and provisions

included in the Company's proposed service riders, plans, and

Service Regulations and Plan E are approved as filed, except for

the proposed increases to the service charge, and reconnect

charges, which are denied.

Based on its review of the Company's rate design, the

Commission concludes that the rate design, rate schedules, and

terms and conditions for service proposed by the Company should

be approved as modified hereim. All other charges and options in

tariffs, service regulations, and riders proposed by the Company

not addressed elsewhere and not opposed by any other party are

approved.



DOCKET NO. 88-11-E — ORDER NO. 88-864
AUGUST 29, 1988
PAGE 89

Sales and Franchise Tax or Payment in Lieu Thereof

In accordance with the Commission"s order in the last

general rate case, witness Edge proposed tariffs which

incorporate the change to collect sales and franchise taxes or

fees directly from customers within the jurisdiction of the local

or state body assessing such charges. Upon approval, the Company

will separately state these charges on the affected customers'

monthly bills.
Commission Staff witness Watts proposed somewhat different

language to be included on the Company's tariffs to more clearly

explain this charge.

The Commission approves the inclusion of this provision in

the Company's tariff. with the language as proposed by witness

Watts to read as follows:

"SALES AND FRANCHISE TAX OR PAYMENT IN LIEU THEREOF:

To the above charges will be added any appl. icable South

Carolina Sales Tax, and for those customers within any

municipal or other local governmental jurisdiction, an

appropriate amount to reflect any franchise fee, business

license tax, or similar percentage fee or tax, or charge

in li. eu thereof imposed by such entity. "
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Sales and Franchise Tax or Payment in Lieu Thereof

In accordance with the Commission's order in the last

general rate case, witness Edge proposed tariffs which

incorporate the change to collect sales and franchise taxes or

fees directly from customers within the jurisdiction of the local

or state body assessing such charges. Upon approval, the Company

will separately state these charges on the affected customers'

monthly bills.

Commission Staff witness Watts proposed somewhat different

language to be included on the Company's tariffs to more clearly

explain this charge.

The Commission approves the inclusion of this provision in

the Company's tariffs with the language as proposed by witness

Watts to read as follows:

"SALES AND FRANCHISE TAX OR PAYMENTIN LIEU THEREOF:

To the above charges will be added any applicable South

Carolina Sales Tax, and for those customers within any

municipal or other local governmental jurisdiction, an

appropriate amount to reflect any franchise fee, business

license tax, or similar percentage fee or tax, or charge

in lieu thereof imposed by such entity."
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The Commission also dixects the Company to itemize any said

tax or fee as a separate line item on the customer's monthly

b i. 11 .

Uncontested Rate Design Proposals

Witness Edge proposed numerous cha~ges to the Company's

tariffs that were uncontested by the paxties in this proceeding.

These changes, as summari. zed below, are approved.

Payment Provisions

The Company xevised its residential schedules to indicate

that all hills are payable within 25 days from the date of the

bill in lieu of the 15-day period currently stated in the

residential schedules. The payment period applicable to general

service schedules was proposed to remain at 15 days. The Company

further proposed a change in the Payment Provision of all

scheduI. es to permit a charge of 1 percent for bills not paid on

or before the expiration of 25 days from the date of the bill,
effective on and after January 1, 1989. The late payment charge

for residential customexs would not be applicable when the

customer (1) has no previous arrears during the past 12 months,

and (2) has been a customer at this location fox a continuous

12-month period. The Commission is of the opinion that those

customers who pay after 25 days from the date of the bill should

be responsible for the carrying cost instead of the Company's

other customers. The Commission concludes that the late payment

charge of 1 percent is within the limits as stated in
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The Commission also directs the Company to itemize any said

tax or fee as a separate line item on the customer=s monthly

bill.

Uncontested Rate Design Proposals

Witness Edge proposed numerous changes to the Company's

tariffs that were uncontested by the parties in this proceeding.

These changes, as summarized below, are approved.

Payment Provisions

The Company revised its residential schedules to indicate

that all bills are payable within 25 days from the date of the

bill in lieu of the 15-day period currently stated in the

residential schedules. The payment period applicable to general

service schedules was proposed to remain at 15 days. The Company

further proposed a change in the Payment Provision of all

schedules to permit a charge of 1 percent for bills not paid on

or before the expiration of 25 days from the date of the bill,

effective on and after January i, 1989. The late payment charge

for residential customers would not be applicable when the

customer (i) has no previous arrears during the past 12 months,

and (2) has been a customer at this location for a continuous

12-month period. The Commission is of the opinion that those

customers who pay after 25 days from the date of the bill should

be responsible for the carrying cost instead of the Company's

other customers. The Commission concludes that the late payment

charge of 1 percent is within the limits as stated in
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R. 103-339(3) of the Commission's Rules and Regulati. ons. The

South Carolina Energy Users Committee's request for a waiver of

the late payment charge for lndu trial customers is denied.

Other

The filing by the Company wi. th the Commi. ssion, of quarterly

reports for its retail electric and total jurisdictional

operations, includi. ng rate of return on approved rate base;

return on common equity (allocated to retail electric

operations); earnings per share of common stock; and debt

coverage ratio of earnings to fixed charges, enables the

Commission to maintain supervision of the Company's financial

conditions during periods other than a general rate case

proceeding. The Commission therefore finds that the Company

should continue filing such reports and that such reports should

be filed within forty-five (45) days of the end of the calendar

quarter wb. i.ch is the subject of such reports.

The Commission finds that the Company should maintain its

books and records for. its South Carolina Retail Electric

Operations utilizing FERC Uniform System of Accounts.

The Commission further finds that the fuel factor to be

i.ncluded in the approved rates is the current fuel factor of

1.425 cents per kWh.

The Consumer Advocate made a recommendati. on that the Company

abandon its New Customer Deposit policy and require all new

residential customers to make a security deposit. The Commission
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R.103-339(3) of the Commission's Rules and Regulations. The

South Carolina Energy Users Committee's request for a waiver of

the late payment charge for Industrial customers is denied.

Other

The filing by the Company with the Commission, of quarterly

reports for its retail electric and total jurisdictional

operations, including rate of return on approved rate base;

return on common equity (allocated to retail electric

operations); earnings per share of common stock; and debt

coverage ratio of earnings to fixed charges, enables the

Commission to maintain supervision of the Company's financial

conditions during periods other than a general rate case

proceeding. The Commission therefore finds that the Company

should continue filing such reports and that such reports should

be filed within forty-five (45) days of the end of the calendar

quarter which is the subject of such reports.

The Commission finds that the Company should maintain its

books and records for its South Carolina Retail Electric

Operations utilizing FERC Uniform System of Accounts.

The Commission further finds that the fuel factor to be

included in the approved rates is the current fuel factor of

1.425 cents per kWh.

The Consumer Advocate made a recommendation that the Company

abandon its New Customer Deposit policy and require all new

residential customers to make a security deposit. The Commission
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fi.nds that this recommendation should be denied because the

Company is now handli. ng customer deposits properly pursuant to

our regulati. ons and in the best interest of their customers. The

Consumer Advocate also made a recommendation that the Company be

required to perform a class cost of service study by Narch 1989,

based on year-end 1987 data. The Commission also denies this

recommendation at thi. s time but will consider. it when CPLL files

for further rate relief. The Consumer Advocate also requests

that the Company develop and file within sixty (60) days written

training manuaIs for its customer service personnel which direct

these employees to discuss time-of-use rates, as well as other

rates, to encourage their use and acceptance. The Commission

denies this request because there is no evidence that the

Company's customer service personnel are not adequately trained

concerni. ng time of use rates and pursuant to our regulations,

customers are provided with information at the time of

application and annually concerning these rates. The Consumer

Advocate also requests that the Commission order. the Company to

prepare and begin filing within sixty (60) days, quarterly

reports concerning the activities of CP6L's Narketing Division.

The initial reports should begin with the first quarter of 1988.

The Commission denies this request finding that it is not

necessary at this time that the Company file such reports.
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finds that this recommendation should be denied because the

Company is now handling customer deposits properly pursuant to

our regulations and in the best interest of their customers. The

Consumer Advocate also made a recommendation that the Company be

required to perform a class cost of service study by March 1989,

based on year-end 1987 data. The Commission also denies this

recommendation at this time but will consider it when CP&L files

for further rate relief. The Consumer Advocate also requests

that the Company develop and file within sixty (60) days written

training manuals for its customer service personnel which direct

these employees to discuss time-of-use rates, as well as other

rates, to encourage their use and acceptance. The Commission

denies this request because there is no evidence that the

Company's customer service personnel are not adequately trained

concerning time of use rates and pursuant to our regulations,

customers are provided with information at the time of

application and annually concerning these rates. The Consumer

Advocate also requests that the Commission order the Company to

prepare and begin filing within sixty (60) days, quarterly

reports concerning the activities of CP&L's Marketing Division.

The initial reports should begin with the first quarter of 1988.

The Commission denies this request finding that it is not

necessary at this time that the Company file such reports.
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IT IS THEREFORE ORDERED:

1. That Carolina Power & Light Company shall implement the

rate designs, rate schedules, and terms and conditions fox

service as proposed by the Company or as modified herein to be

effective for service rendered on and after August 31, 1988.

2. That the Company fi. le for approval by August 31, 1988,

rate schedules in accordance with the findings contained herein.

3. That the Company file the Reports identi. fied herein in

accordance with our findings.

That this Order remain in full force and effect until

further Order of the Commission.

BY ORDER OF THE COMMISSION:

&4aM~
Chairman

ATTEST:

xecutive Director

(SEAL)
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rate schedules in accordance with the findings contained herein.
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4. That this Order remain in full force and effect until

further Order of the Commission.

BY ORDEROF THE COMMISSION:

ATTEST:

Chairman

$

(SEAL)
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CAROLINA POWER & LIGHT COMPANY
APPROVED DEPRECIATION ACCRUAL RATES

INCLUDES NET SALVAGE

Production Plant/Unit

Approved
Depreciation

Accrual
Rate

GROUP Ii'1

Asheville f!'1
Asheville J/2
Roxbor. o &I'1

Roxboro I/2
Roxboro I/3
Roxboro
Nayo 81

TOTAL GROUP N'1

GROUP I/2

0.03122
0.02981
0.03012
0.03378
0.02827
0.02658
0.02822

0.02850

Cape Fear 8'1

Cape Fear /I'2

Cape Fear 7/5

Cape Fear 7/6

Lee f/3
Robinson f/1
Weatherspoon I/3
Sutton f/3

0. 03831
0.04149
0.04012
0.04320
0.03853
0.03789
0.03990
0.04382

TOTAL GROUP /f2

GROUP /f3

0. 04129

Lee I/1
Lee N2
Sutton 81
Sut ton //2

Weatherspoon N'1

Weatherspoon P2

TOTAI, GROUP lr'3

TOTAL FOSSIL STEAN 5 12/31/85

0.07256
0. 05744
0.07186
0. 10249
0.03905
0 ' 07917

0.0'7382

0.03428

NOTE: Fossil Steam rates include 5X negative salvage for FERC
Accounts 311 and 312 and 5Z positive salvage for FERC
Account 316.
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CAROLINA POWER & LIGHT COMPANY

APPROVED DEPRECIATION ACCRUAL RATES

INCLUDES NET SALVAGE

Production Plant/Unit

Approved

Depreciation
Accrual

Rate

GROUP #i

Asheville #I

Asheville #2

Roxboro #i

Roxboro #2

Roxboro #3

Roxboro #4

Mayo #i

0.03122

0.02981

0.03012

0.03378

0.02827

0.02658

0.02822

TOTAL GROUP #i 0.02850

GROUP #2

Cape Fear #1

Cape Fear #2

Cape Fear #5

Cape Fear #6
Lee #3

Robinson #I

Weatherspoon #3

Sutton #3

TOTAL GROUP #2

0.03831

0.04149

0.04012

0.04320

0°03853

0.03789

0.03990

0.04382

0.04129

GROUP #3

Lee #i

Lee #2

Sutton #I

Sutton #2

Weatherspoon #I

Weatherspoon #2

0.07256

0.05744

0.07186

0.10249

0.03905

0.07917

TOTAL GROUP #3 0.07382

TOTAL FOSSIL STEAM @ 12/31/85 0.03428

NOTE: Fossil Steam rates include 5% negative salvage for FERC

Accounts 311 and 312 and 5% positive salvage for FERC

Account 316.
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CAROLINA POWER 6 LIGHT COMPANY
APPROVED DEPRECIATION ACCRUAL RATES

INCLUDES NET SALVAGE

Production Plant/Unit

Approved
Depreciation

Accrual
Rate

NUCLEAR PLANTS

Robinson 82
Brunswick f/'1

Brunswick /f2

0.044842
0.029723
0.030268

Nuclear Excluding Harris g 12/31/86

Harris gl 8 4/30/87

TOTAL NUCLEAR

0 ' 033759

0.026211

0.028530

HYDRO UNITS

Blewett
Tillery
Walters
Marshall

0.012712
0. 013470
0. 015958
0 ' 013392

TOTAL HYDRO C~ 4/30/85

OTHER UNITS

0.014140

Cape Fear
Weatherspoon
Lee
Sutton
Roxboro
Robinson
Blewett
Norehead
Darlington
Wilmington

TOTAL OTHER g 4/30/85

0.036170
0 ' 037664
0.036694
0. 035294
0.034283
0.034267
0.038196
0. 036448
0.039200
0. 038781

0.037589

NOTE: Nuclear rates include 5X negative salvage for FERC
Accounts 321 and 322 and 5X positive salvage for FERC
Account 325. Hydro and Other Production rates include OX

salvage. Terminal decommissioning of the nuclear plants
is not covered in this table but i.s addressed separately
in other parts of this Order.
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CAROLINA POWER& LIGHT COMPANY
APPROVEDDEPRECIATION ACCRUALRATES

INCLUDES NET SALVAGE

Production Plant/Unit

Approved
Depreciation

Accrnsl
Rate

NUCLEARPLANTS

Robinson #2
Brunswick #I
Brunswick #2

0.044842
0.029723
0.030268

Nuclear Excluding Harris @ 12/31/86 0.033759

Harris #I @ 4/30/87 0.026211

TOTAL NUCLEAR 0.028530

HYDROUNITS

Blewett 0.012712
Tillery 0.013470
Walters 0.015958
Marshall 0.013392

TOTAL HYDRO@ 4/30/85 0.014140

OTHER UNITS

Cape Fear 0.036170

Weatherspoon 0.037664
Lee 0°036694

Sutton 0.035294

Roxboro 0.034283

Robinson 0.034267

Blewett 0.038196

Morehead 0.036448

Darlington 0.039200

Wilmington 0.038781

TOTAL OTHER @ 4/30/85 0.037589

NOTE: Nuclear rates include 5% negative salvage for FERC

Accounts 321 and 322 and 5% positive salvage for FERC

Account 325. Hydro and Other Production rates include 0%

salvage. Terminal decommissioning of the nuclear plants

is not covered in this table but is addressed separately

in other parts of this Order.
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CAROLINA POWER & LIGHT. COMPANY

APPROVED DEPRECIATION ACCRUAL RATES
INCLUDES NET SAI,VAGE

NON-PRODUCTION PROPERTY

AVERAGE

SERVICE
LIFE

APPROVED RATES

NET
SALVAGE

ANNUAL

ACCRUAL

RATE

350
352
353
354
355
356
359

Land Rights
Structures & Improvements
Station Equipment
Towers & Fixtures
Poles & Fixtures
Conductors & Devices
Roads & Trails

75S1.5
60R3
50L1
50S2
30L1.5
45L1.5
75R4

O%%u

-30X
5 %%uo

-30%%u

-40X
25 %%uo

OX

0.01336
0 ' 02241
0.02008
0.02749
0.05181
0.02912
0.01643

TOTAL TRANSMISSION g 12/31/85 0.02699

360
361
362
364
365
366
367
368
369
370
371
373

Land Rl, gh'ts
Structures & Improvements
Station Equipment
Poles, Towers & Fixtures
OH Conductor & Devices
Under'ground Conduit
Underground Conduit & Devices
Line Transformers
Services
Meters
Installation on Customer Px.emises
Street Lighting & Signal

TOTAL DISTRIBUTION 5 12/31/85

30R3
40L0. 5
38I, 1
33LO
35L0.5
50R4
35R2
30S1
40L0. 5
30S1
12L0.5
24LO

OX

-15X
2 5%%uo

-50%%u

3 5%%uo

-5/o
OZ

1.0%%u

-30X
-35%%uo

OX

OX

0 ' 04622
0.03020
0.03391
0.04698
0.04271
0.01877
0.02913
0.02687
0.02935
0.04804
0.07663
0.03617

0.03725

389
390
391
392
393
394
395
396
397
398

Land Rights
Stxuctures & Improvements
Office Furniture & Equipment
Transportation Equipment
Stoxes Equipment
Tools, Shop and Garage
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

TOTAL GENERAL 9 12/31/85

75S4
40S1
20LO
8L1.5
25L1.5
35R2
15LO
12S2
20L1
35S1

OZ

25%%u

15Z
25%%u

40%%u

15X
5X

3 5%%uo

5X
5Z

0.01410
0.01891
0.04453
0.06718
0.01641
0.02403
0.07518
0.03475
0.04937
0.02464

0.04951
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CAROLINAPOWER& LIGHTCOMPANY
APPROVEDDEPRECIATIONACCRUALRATES

INCL_ES NETSALVAGE

NON-PRODUCTIONPROPERTY

350 Land Rights

352 Structures & Improvements

353 Station Equipment
354 Towers & Fixtures

355 Poles & Fixtures

356 Conductors & Devices

359 Roads & Trails

TOTAL TRANSMISSION @ 12/31/85

360 Land Rights

361 Structures & Improvements

362 Station Equipment

364 Poles, Towers & Fixtures

365 OH Conductor & Devices

366 Underground Conduit

367 Underground Conduit & Devices
368 Line Transformers

369 Services

370 Meters

371 Installation on Customer Premises

373 Street Lighting & Signal

TOTAL DISTRIBUTION @ 12/31/85

389 Land Rights

390 Structures & Improvements

391 Office Furniture & Equipment

392 Transportation Equipment

393 Stores Equipment

394 Tools, Shop and Garage

395 Laboratory Equipment

396 Power Operated Equipment

397 Communication Equipment

398 Miscellaneous Equipment

AVERAGE

SERVICE

LIFE

75SI.5

60R3

50LI

50S2

30L1.5

45LI.5

75R4

30R3

40L0.5

38LI

33L0

35L0.5

50R4

35R2

30SI

40L0.5

30SI

12L0.5

24L0

75S4

40S1

20L0

8LI.5

25LI.5

35R2

15L0

12S2

20LI

35SI

APPROVED RATES

NET

SALVAGE

O%

-30%

-5%

-30%

-40%

-25%

0%

0%

-15%

-25%

-50%

-35%

-5%

0%

10%

-30%

-35%

0%

0%

0%

25%

15%

25%

40%

15%

5%

oJ%

5%

5%

ANNUAL

ACCRUAL

RATE

0.01336

0.02241

0.02008

0.02749

0.05181

0.02912

0.01643

0.02699

0.04622

0.03020

0.0339]

0.04698

0.042711

0.01877

0.02913

0.02687

0.02935

0.04804

0.07663

0.03617

0.03725

0.01410

0.01891

0.04453

0.06718

0.01641

0.02403

0.07518

0.03475

0.04937

0.02464

TOTAL GENERAL @ 12/31/85 0.04951


